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m MINNESOTA
HOUSING

MEETINGS SCHEDULED FOR JUNE

Minnesota Housing
400 Wabasha Street N. Suite 400
St. Paul, MN 55102

THURSDAY, JUNE 25, 2020

Regular Board Meeting
1:00 p.m.

Conference Call

Toll-free dial-in number (U.S. and Canada):
(888) 742-5095

Conference code:
5561712598

NOTE: The information and requests for approval contained in this packet of materials are
being presented by Minnesota Housing staff to the Minnesota Housing Board of Directors for
its consideration on Thursday, June 25, 2020.

Items requiring approval are neither effective nor final until voted on and approved by the
Minnesota Housing Board.

The Agency may conduct a meeting by telephone or other electronic means, provided the
conditions of Minn. Stat. §462A.041 or Minn. Stat. 13D.021 are met. The Agency shall, to the
extent practical, allow a person to monitor the meeting electronically and may require the
person making a connection to pay for documented marginal costs that the Agency incurs as a
result of the additional connection.



Page 2 of 258

This page intentionally left blank.



Page 3 of 258
400 Wabasha Street North, Suite 400

MINNESOTA st. Paul, MN 55102

P: 800.657.3769

H o U S | N G F: 651.296.8139 | TTY: 651.297.2361

www.mnhousing.gov

Mission
Housing is the foundation for success, so we collaborate with individuals, communities and partners to
create, preserve and finance housing that is affordable.

Vision
All Minnesotans live and thrive in a safe, stable home they can afford in a community of their choice.

AGENDA
Minnesota Housing Board Meeting
Thursday June 25, 2020
1:00 p.m.
Call to Order
Roll Call
Agenda Review

P WNR

Approval of Minutes

A. (page 5) Regular Meeting of May 28, 2020
5. Reports

A. Chair

B. Commissioner

C. Committee

6. Consent Agenda

A. (page 9) Grant Contract Modification, Impact Fund, Rebuilding Together - Twin Cities

B. (page 11) Workforce Housing Development Program, Revisions to Program Guide

C. (page 31) Selection and Commitment, Low and Moderate Income Rental Program (LMIR)
and Flexible Financing for Capital Costs Loan (FFCC)
- Seasons Park, D8265, Richfield

D. (page 43) Selection and Commitment, Low and Moderate Income Rental Program (LMIR)
- Minnesota Place, D5960, Saint Paul

E. (page 55) Selection and Commitment, Low and Moderate Income Rental Program (LMIR)
- Minnesota Vistas, D5961, Saint Paul

F. (page 67) Commitment, Low and Moderate Income Rental Program (LMIR), Flexible
Financing for Capital Costs Loan (FFCC) and Low and Moderate Income Rental Bridge Loan
(LMIRBL)
- Hilltop Cottages, D7992, Pine City
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7. Action Items
A. (page 81) Approval, Revisions to the Junior Lien Servicing Manual

B. (page 137) Resolution authorizing issuance and sale of Rental Housing Bonds, 2020 Series A
(Hilltop Cottages)

8. Discussion ltems
A. (page 223) Legislative Update

B. (page 225) Minnesota Housing Administrative Budget, State Fiscal Year 2021
C. Covid-19 Update

9. Information Items
A. (page 229) Post-sale Report, HFB 2020 Series BC
B. (page 245) Post-sale Report, RHFB, 2020 Series DE

10. Other Business
None.
11. Adjournment
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DRAFT Minutes
Minnesota Housing Board Meeting
Thursday May 28, 2020
1:00 p.m.

Via Conference Call

Call to Order.
Chair DeCramer called to order the regular meeting of the Board of Minnesota Housing Finance
Agency at 1:04 p.m.

Roll Call.

Members Present via conference call: Terri Thao, Stephanie Klinzing, John DeCramer, Julie
Blaha, (with Ramona Advani as back-up), and Craig Klausing.

Minnesota Housing Staff present via conference call: Tal Anderson, Noemi Arocho, Ryan
Baumtrog, Kevin Carpenter, Jessica Deegan, Diane Elias, Vicki Farden, Rachel Franco, Zahra
Hassan, Anne Heitlinger, Jennifer Ho, Summer Jefferson, Hannah Jirak, Kasey Kier, Tresa Larkin,
Debbi Larson, Brad LeBlanc, Song Lee, James Lehnhoff, Nira Ly, Eric Mattson, Jill Mazullo, Tom
O’Hern, Ashley Oliver, John Patterson, Devon Pohlman, Annie Reierson, Paula Rindels, Lael
Robertson, Rachel Robinson, Anne Smetak, Corey Strong, Jodell Swenson, Mike Thone, and
Nancy Urbanski.

Others present via conference call: Michelle Adams; Kutak Rock; Melanie Lien, Piper Sandler &
Co.; Anne Mavity, Minnesota Housing Partnership; John Rocker; Greater Minnesota Housing
Fund.

Agenda Review
There were changes to the agenda.

Approval

Regular Meeting Minutes of Regular Meeting of April 23 and Special Meeting of May 7, 2020
Motion: Terri Thao moved to approve the April 23 regular meeting minutes and May 7, 2020
special meeting minutes. Seconded by Stephanie Klinzing. Roll call was taken. Motion carries 5-
0. All were in favor.

Reports
A. Chair
None.

B. Commissioner
Commissioner Ho shared the following with the board:
e Acknowledged the death of George Floyd.
e Day 79 of telework, potential for return to work in late fall or after the first of the
year.
e  Welcome Jessica Christianson, Housing Management Officer Intermediate,
Multifamily division, started on May 18
e Goodbyes to Crystal Carlson deMancia, Multifamily division, 24 years with the
Agency and Trish Olson, Multifamily division, 25 years with the Agency
e Active conversations with the Governor’s office regarding board appointments and
board reappointments.
e Legislative Update:



Page 6 of 258

o Disappointed that nothing significant happened before the end of the
regular session for housing,
o Hopeful that the conversations we had over the final weekend set a path
forward in special session
o The Governor is Committed to Housing
o We are hopeful for HIB
o We may need to rely on Coronavirus Relief Funds for emergency housing
assistance
o We received 102 Intent to Apply Applications related to the Multifamily
consolidated RFP.
e Hiring Freeze requires us to ask for MMB approval of open positions.
e Executive Order related to Evictions

C. Committee
None.

Consent Agenda

A. Grant Fund Contract Modification, Impact Fund, Dayton’s Bluff Neighborhood Housing
Services Motion: Craig Klausing moved to approve Consent Agenda A. Seconded by Terri Thao.
Roll call was taken. Motion carries 5-0. All were in favor.

B. Authorize execution of Master Participation Agreement with GMHF, allowing for purchase of
Participation Certificates Motion: Terri Thao moved to approve Consent Agenda B. Seconded
by Craig Klausing. Roll call was taken, Stephanie Klinzing abstained. Motion carries 4-0. All
were in favor

Action Items
A. Approval, Lead-Based Paint Guide for Applicable Single Family Programs

Nira Ly presented to the Board a request approval of the Lead-Based Paint Guide for Applicable
Single Family Programs. The new Guide will replace the existing Minnesota Housing Lead-Based
Paint Guide for Applicable Homes Division Programs. Substantive changes from the existing
Guide include removal of federal requirements because there are no longer federal funds used
in the applicable Single Family Program. Chair DeCramer opened up the discussion. Board
members asked questions and staff provided answers. Motion: Terri Thao moved approval,
Lead-Based Paint Guide for Applicable Single Family Programs. Seconded by Stephanie Klinzing.
Roll call was taken. Motion carries 5-0. All were in favor.

B. Approval, Revisions to the Disaster Recovery Loan Program Manual

Noemi Arocho presented to the Board a request for approval of the revised Disaster Recovery
Loan Program Manual. Chair DeCramer opened up the discussion. Board members asked a
series of questions and staff provided answers. Motion: Stephanie Klinzing moved approval,
Revisions to the Disaster Recovery Loan Program Manual. Seconded by Terri Thao. Roll call was
taken. Motion carries 5-0. All were in favor.

C. Approval, Manufactured Home Community Redevelopment Program Procedural Manual
Annie Reierson presented to the Board a request for approval of the Manufactured Home
Community Redevelopment Program Procedural Manual. Chair DeCramer opened up the
discussion. Board members asked a series of questions and staff provided answers. Motion:

Page 2
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Terri Thao moved approval, Manufactured Home Community Redevelopment Program
Procedural Manual. Seconded by Craig Klausing. Roll call was taken. Motion carries 5-0. All
were in favor.

D. Selection/Commitment, Housing Trust Fund and Family Homeless Prevention and
Assistance Program Resources for Homework Starts with Home Round 2
Diane Elias and Nancy Urbanski presented to the Board a request for approval of the adoption of
the resolution authorizing the selection and commitment of up to $3,500,000 in
Homework Starts with Home (HSWH) funds, up to $199,115 in Housing Trust Fund (HTF) funds
and up to $250,000 in Family Homeless Prevention and Assistance Program (FHPAP) funds for
Homework Starts with Home Round 2. These funds will allow Minnesota Housing to execute
contracts with four grantees to implement programs serving homeless students and families in
four regions of Minnesota. Chair DeCramer opened up the discussion, and clarified the change
to the resolution which board members received prior to the meeting. Board members asked a
series of questions and staff provided answers. Motion: Stephanie Klinzing moved
selection/commitment, Housing Trust Fund and Family Homeless Prevention and Assistance
Program Resources for Homework Starts with Home Round 2. Seconded by Terri Thao. Roll call
was taken. Motion carries 5-0. All were in favor.

E. Selection/Commitment of Housing Trust Fund Program Funds for Homework Starts with
Home Round 2 Planning Grants
Diane Elias and Nancy Urbanski presented to the Board a request for approval of the adoption of
the resolution authorizing the selection and commitment of $100,885 in Housing Trust Fund
(HTF) funds for Homework Starts with Home (HSWH) Round 2 planning grants. These funds will
allow Minnesota Housing to execute contracts with three grantees to build capacity to apply for
HSWH program funding in future rounds. Chair DeCramer opened up the discussion. Board
members asked a series of questions and staff provided answers. Motion: Craig Klausing moved
selection/commitment of Housing Trust Fund Program Funds for Homework Starts with Home
Round 2 Planning Grants. Seconded by Ramona Advani. Roll call was taken. Motion carries 5-
0. All were in favor.

F. 2020 Annual Action Plan for HUD

Jessica Deegan presented to the Board a request for approval of the State of Minnesota’s
Annual Action Plan for Federal Fiscal Year 2020. The executive summary and selected sections of
the plan provide details of the annual goals and objectives for the agency’s HOME Investment
Partnerships, National Housing Trust Fund (NHTF), and Housing Opportunities for Persons with
AIDS (HOPWA) programs. Chair DeCramer opened up the discussion. Board members asked a
guestions and staff provided answers. Motion: Terri Thao moved 2020 Annual Action Plan for
HUD. Seconded by Stephanie Klinzing. Roll call was taken. Motion carries 5-0. All were in
favor.

G. Resolution authorizing the issuance and sale of Minnesota Housing Finance Agency fixed
rate Residential Housing Finance Bonds (RHFB)

Kevin Carpenter presented to the Board a request for approval a resolution authorizes

additional fixed rate RHFB bonds, in an amount up to $300 million over time. The initial bond

offering utilizing a portion of this authority will likely be designated 2020 Series DE. The RHFB

2020 Series DE bond issue is expected to be sized at approximately $150,000,000, to price on or

Page 3
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10.

11.

about June 9th, with a closing preliminarily scheduled for June 24th; the attached Preliminary
Official Statement describes the transaction. Michelle Adams from Kutak Rock joined the call
to review the resolution. Chair DeCramer opened up the discussion. There were no questions
from the Board. Motion: Craig Klausing moved Resolution authorizing the issuance and sale of
Minnesota Housing Finance Agency fixed rate Residential Housing Finance Bonds (RHFB).
Seconded by Terri Thao. Roll call was taken. Motion carries 5-0. All were in favor.

Discussion Items
A. 3™ Quarter FY 2020 Financial Reporting Package
Kevin Carpenter reviewed the 3" quarter financial package.

B. Second Quarter 2020 Progress Report: 2020-22 Strategic Plan and 2020-21 Affordable
Housing Plan

John Patterson reviewed the second quarter 2020 progress report for the Strategic Plan and

Affordable Housing Plan

C. Discussion, Proposed Changes to the State of Minnesota 2022-2023 Housing Tax Credit
Qualified Allocation Plan (QAP) for Public Comment Release

Devon Pohlman reviewed the proposed changes to the State of Minnesota 2022-2023 Housing

Tax Credit Qualified Allocation Plan (QAP) for Public Comment Release.

D. Covid-19 Update
Jennifer Ho, Rachel Robinson and Kevin Carpenter provided the board with an update on Covid-
19 impacts on business operations and the financial markets.

Information Items
A. Post-sale Report, Homeownership Finance Bonds (HFB), 2020 Series A (Taxable)

Other Business
None.

Adjournment
The meeting was adjourned at 3:09 p.m.

John DeCramer, Chair

Page 4
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Item: Grant Contract Modification, Impact Fund, Rebuilding Together — Twin Cities

Staff Contact(s):
Song Lee, 651.296.2291, song.lee.mhfa@state.mn.us

Request Type:

Approval [ No Action Needed
Motion [ Discussion
[] Resolution [ Information

Summary of Request:

Staff recommends amending Rebuilding Together — Twin Cities’ (Rebuilding Together) Impact Fund
Grant Contract (11-2018-21) to expand the target area for its Critical Repair Projects for Low-Income
Homeowners in North and South Minneapolis and Saint Paul program. The target area will be expanded
to include the following cities: Bloomington, Brooklyn Center, Mounds View, Roseville and Waconia.

Fiscal Impact:
Economic Development Housing Challenge funds are a state resource, with individual awards structured
as grants or loans that do not earn interest for the Agency.

Meeting Agency Priorities:

Improve the Housing System

Preserve and Create Housing Opportunities
Make Homeownership More Accessible
Support People Needing Services
Strengthen Communities

XOKXKKX O

Attachment(s):
e Background
e Recommendation
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Agenda Item: 6.A
Background & Recommendation

Background

The Community Homeownership Impact Fund (Impact Fund) provides funding for single family, owner-
occupied housing projects through the annual Single Family Request for Proposals. On November 1,
2018, the Board approved $160,000 in Economic Development Housing Challenge (Challenge) funds to
Rebuilding Together — Twin Cities’ Critical Repair Projects for Low-Income Homeowners in North and
South Minneapolis and Saint Paul program through Resolution No. MHFA 18-060. The funds were
provided for owner-occupied rehabilitation for 20 homeowners in North Minneapolis, South
Minneapolis, and the City of Saint Paul.

Rebuilding Together utilizes a combination of volunteers and skilled contractors to complete its projects,
which requires close contact between volunteers, contractors, subcontractors, and homeowners. Due to
COVID-19 and the concern for the safety and well-being of homeowners and volunteers, Rebuilding
Together has changed its delivery model for completing rehabilitation. First, it will no longer use
volunteer groups. Second, it will only work on projects that require limited or no contact with
homeowners unless there is an emergency. This change limits the number of projects within the current
target area under this award. However, there are a number of repairs, mostly roofing projects, that are
outside of the current target area that Rebuilding Together would be able to complete due to the ability
to social distance.

The expanded target areas have been selected based on the homeowners that are on Rebuilding
Together’s waiting list. These homeowners reside in areas where the demand for projects had not been
high enough to add them to the original target areas. Rebuilding Together has been unable to assist
these households due to the lack of funding. The homeowners in these expanded target areas have
passed their initial screening and assessment and are awaiting repairs that are critical to the integrity of
the home and well-being of the households that live there.

Due to COVID-19, Rebuilding Together has moved 11 planned projects under this award to its Impact
Fund 11-2019-21 award. These funds will be available until fall 2021. The hope is that Rebuilding
Together will be able to actively engage volunteers to complete these 11 projects at a later date.

Rebuilding Together has completed five units under this grant contract, currently has six units in process
and an additional nine units to complete by the award expiration date.

Recommendation

Staff recommends expanding Rebuilding Together — Twin Cities’ target area to include Bloomington,
Brooklyn Center, Mounds View, Roseville and Waconia. This expansion will allow Rebuilding Together to
assist homeowners with the awarded funds during this unprecedented time safely and with minimal
risk, and assist households that otherwise would not have the resources or funds to make repairs.
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m M I N N E S O TA Board Agenda Item: 6.B
HOUSING Date: 6/25/2020

Item: Workforce Housing Development Program, Revisions to Program Guide

Staff Contact(s):
Sara Bunn, 651.296.9827, sara.bunn@state.mn.us

Request Type:

Approval [J No Action Needed
Motion L] Discussion
[] Resolution [ Information

Summary of Request:

Staff recommends that revisions be made to the Workforce Housing Development Program Guide as
detailed below to allow a Subrecipient to award or loan funds to another entity that owns the project
and in which the Subrecipient has an ownership interest.

Fiscal Impact:
None.

Meeting Agency Priorities:
] Improve the Housing System
Preserve and Create Housing Opportunities
] Make Homeownership More Accessible
] Support People Needing Services
[ Strengthen Communities

Attachment(s):
e Background
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Agenda Item: 6.B
Background

Background:

The Workforce Housing Development Program (WHDP) is a competitive funding program that provides
small to mid-size cities in Greater Minnesota up to 25% in project gap financing, and requires committed
matching funds of a minimum of S1 for every $2 requested. Recipients are able to choose either grant
funds or deferred forgivable loans, with a term of three years, to assist in financing the construction of
new residential rental properties in communities with proven job growth and demand for workforce
rental housing.

When the WHDP guide was initially developed, it did not include language that permitted a Subrecipient
to loan or grant the program funds to another entity. The intent of this requirement was to manage the
use of funds directly by the Recipient to avoid potential fraud and misuse of funds.

As a result of a recent request by a developer, we recommend revising the Workforce Housing
Development Program Guide to allow a Subrecipient, who has received funds from the Recipient, to
award or loan those funds to another entity that owns the project and in which the Subrecipient has an
ownership interest. The developer has stated that the revised structure will allow an award or loan of
funds to the project (as per the funding term requirements in the guide under Section 3.02) without tax
consequences, thereby maximizing the impact of these program funds. While staff takes no position as
to the tax consequences of such a structure, we also believe that such a structure does not significantly
affect the risk to Minnesota Housing since the original Recipient is still the entity responsible for proper
use of funds. Overall, staff believes that the revision provides requested flexibility to projects while
maintaining the objectives of the program. The intent of Section 2.04 in the program guide was to help
ensure the funds are used for the intended project, which will still be met.

Upon board approval, the WHDP guide would be revised in section 2.03, 2.04 and 3.02 on pp. 5 and 6 as
attached.as follows:
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m MINNESOTA
© HOUSING

Workforce Housing Development
Program Guide

June 20200¢teber2019
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MINNESOTA HOUSING — WORKFORCE HOUSING DEVELOPMENT PROGRAM

=

EQUAL HOUSING
OPPORTURITY

The Minnesota Housing Finance Agency does not discriminate on the basis of race, color, creed, national origin, sex,

religion, marital status, status with regard to public assistance, disability, familial status, gender identity, or sexual
orientation in the provision of services.

An equal opportunity employer.

This information will be made available in alternative format upon request.
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Chapter 1 - Program Background and Purpose

1.01 Program Background and Purpose

The purpose of the Program is to help finance Qualified Expenditures of project-specific costs resulting in
the direct development of Market Rate Residential Rental Properties to address the lack of workforce
housing in Greater Minnesota.

Funds will be awarded through a Request for Proposals (RFP) process. This process is separate from
Minnesota Housing’s Consolidated RFP. Funds will be awarded as grants or deferred loans to cities and
other eligible entities. Recipients will partner with developers to create new Market Rate Residential Rental
Properties.

All Recipients must maintain compliance with Program requirements through the term of the Deferred
Loan Agreement or Grant Contact. However, Minnesota Housing strongly encourages Recipients to assess
local housing needs beyond the initial funding term. Projects that remain available and affordable to the
local workforce beyond the initial funding term will further strengthen the community by providing a long-
term housing asset. Recipients are encouraged to look beyond the initial funding term to address local
workforce housing needs into the foreseeable future.

The Workforce Housing Development Program Statute can be found at Minn. Stat.§462A.39.
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Chapter 2 - Eligibility Criteria

2.01 Eligible Applicants
Eligible Applicants are generally small to mid-sized cities in Greater Minnesota. Eligible Applicants must
satisfy the following requirements:

e Must be a/an Eligible Recipient/Project Area
e  Must be working with a developer

e Must have a viable proposal for the development of a Market Rate Residential Rental Property

NOTE: Minnesota Housing will not review applications submitted directly by developers.

2.02 Eligible Recipient/Project Area

An Eligible Recipient is an Eligible Project Area. Any of the following constitute an Eligible Project Area:

e A home rule charter or statutory city located outside of the Metropolitan Area with a population
exceeding 500

e A community that has a combined population of 1,500 residents located within 15 miles of a
home rule charter or statutory city located outside the Metropolitan Area

e Anarea served by a Joint County-City Economic Development Authority

NOTE: Eligible Project Areas with fewer than 30,000 people will be given preference. Refer to Minnesota
Statute 462A.39 and Workforce Housing FAQs for definitions of Eligible Recipient and Project Area.

2.03 Eligible Uses of Funds

Funds are available for Qualified Expenditures of project-specific costs resulting in the direct
development of Market Rate Residential Rental Properties. The rental properties would serve
employees of businesses located in the Eligible Project Area or surrounding area. Recipients or
Subrecipients can award funds in the form of grants or loans. If Recipients or Subrecipients award funds
as a loan, then the loan terms must be as set forth in Section 3.02. In addition, fees or interest charged
cannot unduly enrich any parties involved and must not exceed the estimated amount to cover
administrative expenses of the Program.

2.04 Ineligible Uses of Funds

Ineligible uses of funds include any expenses that do not directly contribute to the development of
Market Rate Residential Rental Properties. Awarded Program funds cannot exceed 25 percent of the
total project costs.

In addition, Program funds received by a Subrecipient may onlyret be awarded or loaned to another
persoen-or-entity that owns the project and in which the Subrecipient possesses an ownership interest.
Any funds awarded or loaned by a Subrecipient must obtain the prior written consent of Minnesota
Housing, which consent may be withheld in its sole discretion.
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Chapter 3 — Funding and Grant Information

3.01 Funding Source

Funds for the Program are appropriated by the Minnesota Legislature.

3.02 Funding Type
Funds will be awarded to Recipients or Subrecipients as a grant or deferred loan. Recipients or
Subrecipients can then award funds in the form of a grant or a deferred loan directly to the project. If
Recipients or Subrecipients awakrd funds as a loan, then the loan must: (i) be unsecured; (ii) be
deferred; (iii) have a 0% interest rate; and (iv) will be forgiven after three years. In addition, fees
cannot unduly enrich any parties involved and must not exceed the estimated amount to cover
administrative expenses of the Program. Any awarded Program funds that are disbursed to the

| Recipient_or Subrecipient and not used to pay for Qualified Expenditures within a reasonable
timeframe, as determined at the sole discretion of Minnesota Housing, must be immediately returned
to Minnesota Housing upon request. Any awarded Program funds returned or repaid to the Recipient or
Subrecipient must be immediately returned to Minnesota Housing.

3.03 Funding Terms

Grant terms will be three years. Deferred loans will: (i) be unsecured; (ii) have a 0% interest rate; and (iii)
will be forgiven after three years. Construction must begin within 12 months of signing the Contract.
Construction completion must occur within 24 months of construction start. Minnesota Housing
reserves the right to extend or amend Contracts.

3.04 Grant Contract

A template of the Grant Contract for a Municipality can be viewed on Minnesota Housing’s website at
www.mnhousing.gov. A Recipient that is not a Municipality such as a Joint County-City Economic
Development Authority should contact Minnesota Housing for a draft of the applicable contract.

3.05 Deferred Loan Agreement

A template of the Deferred Loan Agreement for a Municipality can be viewed on Minnesota Housing’s
website at www.mnhousing.gov. A Recipient that is not a Municipality such as a Joint County-City
Economic Development Authority should contact Minnesota Housing for a draft of the applicable
contract.

3.06 Disbursement Schedule

Minnesota Housing will disburse up to one-third of the total awarded funds upon Contract execution. An
additional amount, up to one-third of the total awarded funds, will be disbursed during project
construction. The remaining balance will be disbursed at project completion. Recipients will submit
supporting documentation to determine eligibility prior to each disbursement. Notwithstanding the
foregoing, Minnesota Housing reserves the right to require that any awarded Program funds disbursed
are used by the Recipient to pay for Qualified Expenditures within a set timeframe.
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Chapter 4 — Recipient Requirements and Responsibilities

Minnesota Housing encourages sustainable, healthy housing that optimizes the use of cost effective
durable building materials and systems that minimize the consumption of natural resources both during
construction or rehabilitation and in the long-term maintenance and operations. Minnesota Housing
encourages optimizing the use of renewable resources and energy, minimizing damages and impact to
the environment, and maximizing the use of natural amenities such as solar, wind, climate and
orientation of the development site.

Minnesota Housing encourages applicants to view its website at www.mnhousing.gov for more
information.

4.01 Recipient Responsibilities

The applicant is responsible for understanding the submission requirements necessary for a complete
application. Applicants can access the Program application, supplemental materials and resources on
Minnesota Housing’s website at www.mnhousing.gov.

4.02 Application Content

The application package must include, at a minimum, all items listed on the Workforce Housing
Development Program Application Checklist. Upon review of the application materials, applicants must
be willing to provide additional documentation, if requested, to ensure a viable project. Denial of an
application for funding may result from incomplete or insufficient documentation.

Submission of additional supplemental documentation with an application, such as a Market Study and
a Marketing or Lease Up Plan, is recommended as a best practice for applicants seeking funding.

4.03 Construction Requirements
Recipients are responsible for complying with all applicable state and local requirements.

4.04 Contracting and Bidding Requirements
Per Minn. Stat.§471.345, grantees that are Municipalities as defined in Subd. 1 must follow the law.

If a Recipient is not a Municipality as set forth in Minn. Stat.§471.345 (refer to Section 2.02 of the
Program Guide for a list of Eligible Recipients), other contracting and bidding requirements apply. Contact
Minnesota Housing for more information.

4.05 Visitability

Recipients and Subrecipients must comply with visitability requirements contained in Minn.
Stat.§462A.34.

4.06 Building Standards

Recipients and all third parties involved must adhere to the local building code. If a project area does not
have a local building code, adherence to the state of Minnesota building code is required.
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4.07 Federal, State and Local Laws
Recipients receiving financial assistance from Minnesota Housing under the Program must comply with
the requirements of all applicable federal, state and local laws.

Loans and grants under this Program are subject to the prevailing wage requirements of Minn. Stat.
§116J.871. If the Project meets the requirements of that statutory provision, the bid request must state
the Project is subject to prevailing wages. A person receiving financial assistance under a Grant/Loan
Contract must certify to the commissioner of labor and industry that laborers and mechanics at the
Project site will be paid the prevailing wage rate as defined in Minn. Stat.§177.42, subd. 6. Itisa
misdemeanor for a person who has certified that prevailing wages will be paid to laborers and mechanics
to subsequently fail to pay the prevailing wages. Each day a violation of that requirement continues is a
separate offense.

Recipients should direct any questions regarding compliance with Minn. Stat.§116J.871 to their
attorney.
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Chapter 5 — Selection and Award Process

5.01 Selection Thresholds and Selection Criteria

Program applications must meet all threshold requirements in order to be eligible. Program applications
that meet threshold requirements will be scored on the selection criteria. Minnesota Housing reserves
the right to add or remove items. Refer to the Project application for more detailed information.

5.02 Review of the Application

This is a competitive application process. Program applications will be reviewed and scored by
Minnesota Housing staff to determine selection and funding recommendations. Final selection and
funding recommendations will be presented to the Minnesota Housing board for approval.

Preference will be given to applicants located in an Eligible Project Area with a population of fewer than
30,000. Preference will also be given to projects with a higher proportion of units that are not income-
restricted.

5.03 Selection Notification
Applications recommended for acceptance will be presented to the Minnesota Housing board. All
applicants will be notified of their status after Minnesota Housing’s board has taken action.
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Chapter 6 — Compliance Monitoring and Reporting

6.01 Compliance Reporting Requirement

For the length of the Contract, Recipients must submit an annual report that includes, at a minimum, the
name of the developer, the amount of award, the amount of award received to date, the number of
units, the purpose of Program funding, the share of the project costs in relation to the total
development costs and information about Qualified Expenditures. Minnesota Housing reserves the right
to ask for additional information. Minnesota Housing will provide a reporting template to Recipients.

6.02 Compliance Monitoring Requirement

Prior to final disbursement of Contract funds, Minnesota Housing will also ask to review the most recent
disbursement records. This will include a reconciled account balance showing when Contract funds were
received by the Recipient and disbursed to the Subrecipient. Minnesota Housing reserves the right to
ask for additional information.

6.03 Compliance Term

All Recipients awarded Program funds are required to comply with all monitoring and reporting
requirements for the term of the Contract. Recipients must retain files for six years after the completion
of the Contract. Additionally, Recipients must ensure compliance of Subrecipients with all monitoring,
reporting and records retention requirements.
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Chapter 7 — Fair Housing Policy

It is the policy of Minnesota Housing to affirmatively further fair housing in all its programs so that
individuals of similar income levels have equal access to Minnesota Housing programs, regardless of
race, color, creed, religion, national origin, sex, marital status, status with regard to public assistance,
disability, familial status, gender identity or sexual orientation.

Minnesota Housing's fair housing policy incorporates the requirements of the Fair Housing Act, Title VIl
of the Civil Rights Act of 1968, as amended by the Fair Housing Amendment Act of 1988, as well as the
Minnesota Human Rights Act. Housing providers are expected to comply with the applicable statutes,
regulations, and related policy guidance. Housing providers should ensure that admissions, occupancy,
marketing and operating procedures comply with non-discrimination requirements.

In part, the Fair Housing Act and the Minnesota Human Rights Act make it unlawful, because of
protected class status, to:

e Discriminate in the selection/acceptance of applicants in the rental of housing units;

e Discriminate in terms, conditions or privileges of the rental of a dwelling unit or services or
facilities;

e Engage in any conduct relating to the provision of housing that otherwise make unavailable or

denies the rental of a dwelling unit;

e Make, print or publish (or cause to make, print or publish) notices, statements or
advertisements that indicate preferences or limitations based on protected class status;

e Represent a dwelling is not available when it is in fact available;

e Deny access to, or membership or participation in, associations or other services, organizations or
facilities relating to the business of renting a dwelling or discriminate in the terms or conditions of
membership or participation; or

e Engage in harassment or quid pro quo negotiations related to the rental of a dwelling unit.

Minnesota Housing has a commitment to affirmatively further fair housing for individuals with
disabilities by promoting the accessibility requirements set out in the Fair Housing Act, which establish
design and construction mandates for covered multifamily dwellings and requires housing providers to
make reasonable accommodations and to allow persons with disabilities to make reasonable
modifications.

As a condition of funding through Minnesota Housing, housing providers are not permitted to refuse to

lease a unit to, or discriminate against, a prospective resident solely because the prospective resident
has a housing choice voucher or other form of tenant-based rental assistance.

11
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Chapter 8 — Fraud, Misuse of Funds, Conflict of Interest, Suspension,
and Disclosure and Reporting

8.01 Fraud

Fraud is any intentionally deceptive action made for personal gain or to damage another.

Any person or entity (including its employees and affiliates) that enters into an agreement with Minnesota
Housing and witnesses, discovers evidence of, receives a report from another source, or has other
reasonable basis to suspect that fraud or embezzlement has occurred must immediately make a report
through one of the ways described in section 8.05.

8.02 Misuse of Funds

A loan or grant agreement is a legal contract between Minnesota Housing and the borrower or grantee.
The borrower or grantee promises to use the funds to engage in certain activities or procure certain goods
or services while Minnesota Housing agrees to provide funds to the borrower or grantee to pay for those
activities, goods or services. Regardless of the Minnesota Housing program or funding source, the
borrower or grantee must use Minnesota Housing funds as agreed, and the borrower or grantee must
maintain appropriate documentation to prove that funds were used for the intended purpose(s).

A misuse of funds shall be deemed to have occurred when: (1) Minnesota Housing funds are not used as
agreed by a borrower or grantee; or (2) A borrower or grantee cannot provide adequate documentation to
establish that Minnesota Housing funds were used in accordance with the terms and conditions of the loan
or grant agreement.

Any borrower or grantee (including its employees and affiliates) of Minnesota Housing funds that discovers
evidence, receives a report from another source, or has other reasonable basis to suspect that a misuse of
funds has occurred must immediately make a report through one of the ways described in section 8.05.

8.03 Conflict of Interest

A conflict of interest, actual, potential, or perceived, occurs when a person has an actual or apparent duty
or loyalty to more than one organization and the competing duties or loyalties may result in actions which
are adverse to one or both parties. A potential or perceived conflict of interest exists even if no unethical,
improper or illegal act results from it.

An individual conflict of interest is any situation in which one’s judgment, actions or non-action could be
interpreted to be influenced by something that would benefit them directly or through indirect gain to a
friend, relative, acquaintance or business or organization with which they are involved.

Organizational conflicts of interest occur when:

e A contracting party is unable or potentially unable to render impartial assistance or advice to
Minnesota Housing due to competing duties or loyalties

e A contracting party’s objectivity in carrying out the award is or might be otherwise impaired due to
competing duties or loyalties

12
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e A contracting party has an unfair competitive advantage through being furnished unauthorized
proprietary information or source selection information that is not available to all competitors

Once made aware of a conflict of interest, Minnesota Housing will make a determination before disbursing
any further funds or processing an award. Determinations could include:

e Revising the contracting party’s responsibilities to mitigate the conflict

e Allowing the contracting party to create firewalls that mitigate the conflict

e Asking the contracting party to submit an organizational conflict of interest mitigation plan

e Terminating the contracting party’s participation

Any person or entity (including its employees and affiliates) that enters into an agreement with Minnesota

Housing must avoid and immediately disclose to Minnesota Housing any and all actual, perceived or
potential conflicts of interest through one of the ways described in section 8.05.

A contracting party should review its contract agreement and request for proposals (RFP) material, if
applicable, for further requirements.

8.04 Suspension

By entering into any agreement with Minnesota Housing, a contracting party represents that the
contracting party (including its employees or affiliates that will have direct control over the subject of the
agreement) has not been suspended from doing business with Minnesota Housing. Refer to Minnesota
Housing’s website for a list of suspended individuals and organizations.

8.05 Disclosure and Reporting

Activities required to be reported under this chapter may be made in any of the following ways:
e Minnesota Housing’s chief risk officer

e Any member of Minnesota Housing’s Servant Leadership Team

e The Minnesota Housing hotline reporting service vendor, EthicsPoint, by calling toll-free 866.886.1274
to speak with a live operator or by visiting the EthicsPoint reporting webpage

13


http://www.mnhousing.gov/sites/np/suspensions
http://www.mnhousing.gov/sites/np/leadership
https://secure.ethicspoint.com/domain/media/en/gui/30639/index.html

Page 28 of 258

Appendix A -Terms

MINNESOTA HOUSING — WORKFORCE HOUSING DEVELOPMENT PROGRAM

Term

Definition

Contract

The Grant Contract or the Deferred Loan Agreement.

Deferred Loan Agreement

The Deferred Loan Agreement between Minnesota Housing and
Recipient evidencing a deferred loan.

Eligible Applicant

Those entities described in Section 2.01 of this Program Guide.

Eligible Project Area

A home rule charter or statutory city located outside of the
Metropolitan Area with a population exceeding 500; a community that
has a combined population of 1,500 residents located within 15 miles of
a home rule charter or statutory city located outside the Metropolitan
Area; or an area served by a Joint County-City Economic Development
Authority.

Grant Contract

The State of Minnesota Grant Contract between Minnesota Housing
and Recipient evidencing a grant of funds.

Greater Minnesota

The areas outside of the jurisdiction of the Metropolitan Council.

Joint County-City Economic
Development Authority

An economic development authority formed under Laws 1988, chapter
516, section 1, as a joint partnership between a city and county and
excluding those established by the county only.

Market Rate Residential
Rental Property

A property that is rented at market value, including new modular

homes, new manufactured homes, and new manufactured homes
on leased land or in a manufactured home park, and may include

Mixed Income Properties that have a portion of income-restricted
units.

Metropolitan Area

The area over which the Metropolitan Council has jurisdiction, and

includes the counties of Anoka; Carver; Dakota excluding the city of
Northfield; Hennepin excluding the cities of Hanover and Rockford;

Ramsey; Scott excluding the city of New Prague; and Washington.

Minnesota Housing

The Minnesota Housing Finance Agency

Mixed Income Property

A property in which some rental units are unrestricted and some
units have income restrictions.

Mixed Use Property

A property in which some of the floor space is used for purposes
other than residential rental property.

Municipality

A county, town, city, school district or other municipal corporation or
political subdivision of the state authorized by law to enter into
contracts.

Qualified Expenditure

An expenditure for Market Rate Residential Rental Properties including
acquisition of property; construction of improvements; and provisions
of loans or subsidies, grants, interest rate subsidies, public
infrastructure and related financing costs.

Recipient

An Eligible Project Area that has been selected for funding by
Minnesota Housing.

14
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Request for Proposals (RFP) The competitive process of applying for Program funds.

Subrecipient An entity awarded Program funds by a Recipient that uses the funds
directly for a Market Rate Residential Rental Property.

Workforce Housing The Workforce Housing Development Program established by Minn.

Development Program or Stat.§462A.39 to award grants or deferred loans to Eligible Project

Program Areas for Qualified Expenditures.

15
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Agency administers the Program. The purpose of the Program is to increase the supply of, and to maintain and
improve, the rental housing stock in Minnesota that is affordable to low and moderate income households. The
Program has also provided financing for nonprofit group homes for the developmentally disabled. Through the use
of bond financing and other funding sources, the Agency intends that the Program will provide both short-term and
long-term, fixed rate, first lien (or second lien if the Agency also holds the first lien) mortgage loans (“Mortgage
Loans”), and, under certain circumstances, subordinate mortgage loans (“Subordinate Mortgage Loans”), to finance
the construction, acquisition, rehabilitation or refinancing of multifamily rental housing and group home
developments (the “Developments”). The Bond Resolution authorizes, upon conditions set forth therein, the
issuance of additional series of Bonds on a parity with the Outstanding Bonds, including the Series Bonds.

In recognition of certain risks inherent in mortgage lending, the Agency has adopted policies and review
procedures for detailed evaluation of the Developments that it finances prior to making Mortgage Loan
commitments. To assure completion of rehabilitation, construction and proper maintenance, the Agency has
established reserve and escrow requirements and procedures for regulating and monitoring operations with respect
to the Developments. The procedures the Agency presently uses to reduce those risks are described more fully
herein under the heading “The Rental Housing Program.”

The Agency intends to use the proceeds of the Series Bonds to fund a short-term first lien mortgage loan, to
a private owner, that will finance a portion of the costs of acquisition, construction and equipping of a multifamily
housing development in Pine City, Minnesota. (See “The Development.”) The Series Bonds are general obligations
of the Agency payable from any of its moneys, assets or revenues, subject to the provisions of other resolutions and
indentures now or hereafter pledging particular moneys, assets or revenues, to particular notes or bonds, and federal
or State laws heretofore or hereafter enacted appropriating funds to the Agency for a specified purpose. The net
position of the General Reserve and the Alternative Loan Fund are legally available if needed to pay debt service on
any obligations of the Agency, including the Series Bonds. (For purposes of the Resolutions, the General Reserve is
designated as the General Reserve Account.) (See “The Agency — Net Position Restricted By Covenant and
Operations to Date — General Reserve; Alternative Loan Fund.”)

The Agency has further pledged as security for the payment of the Series Bonds (on an equal basis with the
Outstanding Bonds issued and that may be issued under the Bond Resolution) amounts on deposit and investments
in certain accounts and funds established pursuant to the Resolutions, including the Debt Service Reserve Fund
established pursuant to the Bond Resolution in accordance with the Act. Under the Act, upon certification by the
Agency, the State Legislature may, but is not required to, appropriate amounts that may be necessary to restore the
Debt Service Reserve Fund to an amount equal to the Debt Service Reserve Requirement. (See “Security for the
Bonds.”)

Although the State has appropriated amounts to the Agency for various specific purposes (see “The Agency
— State Appropriations”), the Agency generally pays its general and administrative expenses from certain interest
earnings and fees charged in connection with its bond-funded programs. For programs funded through State
appropriations, the Agency recovers the costs of administering the programs only to the extent of interest earnings
on the appropriations. The appropriations are not available to pay debt service on the Bonds.

The Agency has no taxing power. Neither the State of Minnesota nor any political subdivision thereof
is or will be obligated to pay the principal or redemption price of, or interest on, the Series Bonds and neither
the faith and credit nor the taxing power of the State or any political subdivision thereof is pledged to that
payment.

THE AGENCY

Purpose

The Agency was created in 1971 by the Act as a public body corporate and politic, constituting an agency
of the State of Minnesota, in response to legislative findings that there existed in Minnesota a serious shortage of
decent, safe, and sanitary housing at prices or rentals within the means of persons and families of low and moderate
income, and that the then present patterns of providing housing in the State limited the ability of the private building
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industry and the investment industry to produce that housing without assistance and resulted in a failure to provide
sufficient long-term mortgage financing for that housing.

Structure

Under the Act, the membership of the Agency consists of the State Auditor and six public members
appointed by the Governor with the advice and consent of the Senate for terms of four years. Pursuant to the Act,
each member continues to serve until a successor has been appointed and qualified. The Chair of the Agency is
designated by the Governor from among the appointed public members. Pursuant to state law, the State Auditor may
delegate duties and has delegated her duties as a member of the Agency in the event that the Auditor is unable to
attend a meeting of the Agency.

The present members of the Agency, who serve without compensation (except for per diem allowance and
expenses for members not otherwise compensated as public officers), are listed below.

John DeCramer, Chair — Term expires January 2024, Marshall, Minnesota — Magnetics Engineer
The Honorable Julie Blaha — Ex officio, St. Paul, Minnesota — State Auditor
Melanie Benjamin, Member — Term expires January 2021, Onamia, Minnesota — Consultant
Craig Klausing, Member — Term expires January 2023, Roseville, Minnesota — Attorney
Stephanie Klinzing, Member — Term expires January 2023, Elk River, Minnesota — Writer and Publisher
Stephen Spears, Member — Term expires January 2022, Plymouth, Minnesota — Banker
Terri Thao, Vice Chair — Term expires January 2024, St. Paul, Minnesota — Program Director
Staff

The staff of the Agency presently consists of approximately 265 persons, including professional staff
members and contractors who have responsibilities in the fields of finance, law, mortgage underwriting,
architecture, construction inspection and housing management. The Attorney General of the State of Minnesota
provides certain legal services to the Agency.

The Commissioner is appointed by the Governor. The Act authorizes the Commissioner of the Agency to
appoint the permanent and temporary employees as the Commissioner deems necessary subject to the approval of
the Commissioner of Management and Budget.

The principal officers and staff related to the Program are as follows:

Jennifer Ho — Commissioner-Designee, appointed effective January 2019. When Governor Tim Walz
took office on January 7, 2019, Ms. Ho was appointed Commissioner and has all of the powers and will perform all
of the duties of the office. The appointment of Ms. Ho as Commissioner must be confirmed by the advice and
consent of the state of Minnesota Senate. Prior to her appointment, Ms. Ho was the Senior Policy Advisor for
Housing and Services at the U.S. Department of Housing and Urban Development during the Obama
Administration. Prior to that, she served as deputy director at the United States Interagency Council on
Homelessness (USICH), shepherding the creation of Opening Doors, the nation’s first-ever comprehensive federal
plan to prevent and end homelessness. Ms. Ho worked with former First Lady Michelle Obama to launch the
Mayors Challenge to End Veteran Homelessness that resulted in reducing the number of veterans experiencing
homelessness on any night by nearly half. In 1999, as Executive Director of Hearth Connection, a Minnesota non-
profit, she began her work to end homelessness by managing a nationally-recognized demonstration project on
supportive housing and long-term homelessness for single adults, youth and families in Ramsey and Blue Earth
counties. Ms. Ho oversaw the replication of that project in 34 additional counties in partnership with the Fond du
Lac, Bois Fort and Grand Portage Tribal Bands. She has served on the Boards of Directors for West Side
Community Health Services in St. Paul, and nationally for the Corporation for Supportive Housing and the Melville
Charitable Trust. Ms. Ho received a Bachelor of Arts Degree in philosophy from Bryn Mawr College.

6
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Rachel Robinson — Deputy Commissioner, appointed March 2019. Prior to this position, Ms. Robinson
was Fund Manager for the NOAH Impact Fund, a subsidiary of the Greater Minnesota Housing Fund, a certified
Community Development Financial Institution, from 2016 to 2019, responsible for securing investment
commitments, structuring transactions, developing investor and partner relations, and ensuring that social impact
goals and compliance requirements were met. She has worked in affordable housing development and finance for
over 15 years, including with CommonBond Communities from 2011 to 2015, where as Vice President she
developed and led enterprise asset management systems, and as Senior Housing Development Manager from 2008
to 2011. Ms. Robinson was also Director of Property Development at Artspace Projects, Inc. from 2015 to 2016. She
holds a Master’s degree in Urban and Regional Planning from the University of Minnesota Humphrey School of
Public Affairs and a Bachelor of Arts degree in Urban Studies from Macalester College, St. Paul, Minnesota.

Kevin Carpenter — Chief Financial Officer, appointed effective March 2016. In this position, Mr.
Carpenter leads the finance and accounting teams of the Agency and provides strategic direction regarding the
organization’s financial resources. Prior to this position, Mr. Carpenter was the Chief Financial Officer at the City
of Minneapolis from May 2011 to November 2015, and also had significant tenure in various senior financial and
operating positions at RBC Capital Markets, LLC. He previously was an investment banker at RBC Capital
Markets, LLC and at Lehman Brothers. Mr. Carpenter earned a Master’s Degree in Business Administration from
Harvard University Business School and a Bachelor of Arts degree in Government from Dartmouth College.

Debbi Larson — Director of Finance appointed effective December 2019. Ms. Larson was Controller and
Director of Financial Operations for the Agency from August 2015 to December 2019. Prior to that position, she
was Director of Finance and Information Technology for a subsidiary of Taylor Corporation and responsible for
domestic and international locations and, prior to that, was the Chief Financial Officer for a division of the
Minnesota Department of Corrections. Ms. Larson previously held various accounting positions of increasing
responsibility. Ms. Larson holds a Bachelor of Science degree with a concentration in Accounting from the
University of Phoenix, and an MMBA (accelerated MBA program) Executive Leadership certification from the
University of St. Thomas.

[Thomas O’Hern — General Counsel, appointed effective November 2015. Prior to becoming General
Counsel, Mr. O’Hern was employed by the Minnesota Attorney General’s Office for 32 years as an Assistant
Attorney General representing many state agencies and boards. Mr. O’Hern has represented the Agency since 2003.
Mr. O’Hern earned his law degree from American University and holds a Bachelor of Arts degree from George
Washington University in Washington D.C.]

James Lehnhoff — Assistant Commissioner, Multifamily, appointed effective March 2019. Mr. Lehnhoff
was most recently the Director of Portfolio Strategy at CommonBond Communities. He has more than 16 years of
local government, municipal finance, and real estate development experience, including extensive work in
affordable housing development, Pro Forma analysis, land use planning, economic development, community
engagement, and project management. Mr. Lehnhoff has successfully implemented complex and nationally
recognized affordable housing development projects to advance community goals. Prior to joining CommonBond,
he was a municipal advisor at Ehlers & Associates from October 2016 to September 2018, served as the Vice
President of Real Estate at Aeon from August 2010 to October 2016, and was the Community Development Director
for the City of Arden Hills from January 2006 to August 2010. Mr. Lehnhoff earned a Master’s degree in Urban and
Regional Planning from the University of Minnesota Hubert H. Humphrey School of Public Affairs and a Bachelor
of Arts degree in Geography from the University of Minnesota Duluth.

The Agency’s offices are located at 400 Wabasha Street North, St. Paul, Minnesota 55102, and its general
telephone number is (651) 296-7608. The Agency’s Investor Relations Representative may be reached at the
Agency’s general telephone number. The Agency’s website address is http://www.mnhousing.gov. No portion of the
Agency’s website is incorporated into this Official Statement.
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Independent Auditors

The financial statements of the Agency as of and for the year ended June 30, 2019, included in this Official
Statement as Appendix B, have been audited by RSM US LLP, independent auditors, as stated in their report
appearing herein. RSM US LLP has not been engaged to perform, and has not performed, any procedures on the
financial statements after June 30, 2019. RSM US LLP also has not performed any procedures relating to this
Official Statement.

Financial Statements of the Agency

The Agency financial statements included in this Official Statement as Appendix B as of and for the fiscal
year ended June 30, 2019 are presented in combined “Agency-wide” form followed by “fund” financial statements
presented for its major funds in order to comply with the requirements of Statement No. 34 of the Governmental
Accounting Standards Board (“GASB”) .

Information regarding the Minnesota State Retirement System (“MSRS”), to which the Agency contributes,
is included in Appendix B in the Notes to Financial Statements at pages 61 through 63 under the heading “Defined
Benefit Pension Plan.” The Agency’s allocable portion of net pension liability reported at June 30, 2019 with
respect to MSRS is $10.441 million.

In Appendix C to this Official Statement, the Agency has included certain unaudited financial statements of
the Agency (excluding State Appropriated and Federal Appropriated Funds) as of and for the nine months ended
March 31, 2020. The Agency has prepared the information in Appendix C and, in the opinion of the Agency, that
information reflects all normal recurring adjustments and information necessary for a fair statement of the financial
position and results of operations of the Agency (excluding State and Federal Appropriated Funds) for the period,
subject to year-end adjustments. The information in Appendix C is not accompanied by a statement from the
independent auditors.

Disclosure Information

The Agency will covenant in a Continuing Disclosure Undertaking for the benefit of the Owners and
Beneficial Owners (as defined in Appendix D hereto) of the Series Bonds to provide annually certain financial
information and operating data relating to the Agency (the “Agency Annual Report™) and to provide notices of the
occurrence of certain enumerated events. (There is no other obligated person under the Continuing Disclosure
Undertaking.) The Agency must file the Agency Annual Report no later than 120 days after the close of each fiscal
year, commencing with the fiscal year ending June 30, 2020, with the Municipal Securities Rulemaking Board, at its
EMMA internet repository. The Agency also must file notices of the occurrence of the enumerated events, if any,
with EMMA. (See “Appendix D — Summary of Continuing Disclosure Undertaking.”)

During the prior five years, certain disclosure reports filed with EMMA were not timely linked to all
outstanding CUSIPs for the associated bonds of the Agency, including (a) the timely filed Agency Annual Report
for its fiscal year ended June 30, 2015 was not specifically linked to the CUSIP for the Agency’s Homeownership
Finance Bonds, 2015 Series C and one of the CUSIPs for the Agency’s Residential Housing Finance Bonds, 2015
Series C, and (b) the timely filed State of Minnesota Comprehensive Annual Financial Report and Annual Financial
Information and Operating Data for the year ended June 30, 2015 was not specifically linked to multiple CUSIPs
relating to the Agency’s State Appropriation Bonds (Housing Infrastructure), 2014 Series A.

The specific nature of the information to be contained in the Agency Annual Report or the notices of
events, and the manner in which these materials are to be filed, are summarized in “Appendix D — Summary of
Continuing Disclosure Undertaking.” The Agency has made these covenants to assist the Underwriter in complying
with SEC Rule 15¢2-12(b)(5) (the “Rule”).

In addition to the information required by the Continuing Disclosure Undertaking, the Agency also uses its
best efforts to prepare a semiannual disclosure report for the Bond Resolution and a quarterly disclosure report for
its single family bond resolutions. Recent reports are available at the Agency’s website at
http://www.mnhousing.gov (click on tab “Investors”), but no information on the Agency’s website is incorporated
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into this Official Statement. The Agency is also committed to providing appropriate credit information as requested
by any rating agency rating the Bonds at the Agency’s request.

Net Position Restricted By Covenant and Operations to Date—General Reserve; Alternative Loan Fund

In addition to its bond funds pledged to the payment of particular bonds by bond resolutions of the Agency,
the Agency has also established certain other funds that it has restricted by covenant. Currently, the restricted funds
are the General Reserve and the Alternative Loan Fund. The General Reserve contains the Housing Endowment
Fund (also referred to as “Pool 1”) and the Agency’s net investment in capital assets. The Alternative Loan Fund,
which is held under the Residential Housing Finance Bond Resolution but is not pledged to pay bonds issued
thereunder, comprises the Housing Investment Fund (also referred to as “Pool 2”) and the Housing Affordability
Fund (also referred to as “Pool 3”). The net position of the General Reserve and the Alternative Loan Fund is not
pledged to the payment of the Bonds or any other debt obligations of the Agency but, to the extent funds are
available therein, are generally available to pay any debt obligations of the Agency, including the Bonds.

Subject to the restrictions in the Bond Resolution and its other bond resolutions, the Agency may withdraw
excess assets from bond funds held thereunder. To the extent the Agency withdraws excess assets from bond funds,
the Agency has pledged to deposit those excess assets in the General Reserve or the Alternative Loan Fund, except
for any amounts as may be necessary to reimburse the State for money appropriated to restore a deficiency in any
debt service reserve fund.

The Agency has further covenanted that it will use the money in the General Reserve and the Alternative
Loan Fund only to administer and finance programs in accordance with the policy and purpose of the Act. This
includes creating reserves for the payment of bonds and for loans made from the proceeds thereof, and accumulating
and maintaining a balance of funds and investments as will be sufficient for that purpose. To ensure that assets
available in the General Reserve and the Alternative Loan Fund provide security for the Agency’s bondowners as
covenanted in the bond resolutions, the Agency has established investment guidelines for Pools 1 and 2. The
investment guidelines are subject to change by the Agency from time to time in its discretion.

Under the net position requirements and investment guidelines effective January 23, 2014, the required size
of Pool 1 (which is intended to be a liquidity reserve) is 1 percent of gross loans receivable (excluding mortgage-
backed securities, appropriated loans and loans credited to Pool 3) and the required size of Pool 2 is an amount that
would cause the combined net position (exclusive of unrealized gains and losses resulting from marking to market
investment securities, including mortgage-backed securities, and swaps entered into by the Agency for which the
unrealized loss or gain will not be realized if the security or swap is held to maturity or its optional termination date;
and realized gains and losses resulting from the purchase and sale of investment securities between Agency funds) in
the General Reserve, in Pool 2, and in the funds pledged under bond resolutions to be at least equal to the combined
net position of the same funds as of the immediately preceding fiscal year end. Currently, this amount is $769.582
million, representing the combined net position of these funds so calculated as of June 30, 2019. Pool 2 is intended
to comprise amortizing interest-bearing housing loans or investment grade securities. Pool 1 and Pool 2 represent,
with assets pledged to pay bonds of the Agency, the sustainable lending operations of the Agency. Pool 3 represents
the more mission-intensive operations of the Agency and is intended to comprise deferred, zero percent and low
interest-rate loans and grants and, for unapplied funds, investment grade securities. Pool 3 is not subject to the
investment guidelines. Loan activity related to loans financed by funds in Pool 2 and Pool 3 is recorded as part of
the Alternative Loan Fund. The Agency approves all interfund transfers. A further discussion of Pools 1, 2 and 3 and
the amounts credited thereto as of June 30, 2019 appears in the Notes to Financial Statements of the Agency
included in Appendix B to this Official Statement at pages 59 and 60 under the heading “Net Position — Restricted
by Covenant.”

[The remainder of this page is intentionally left blank.]
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The following summary indicates the revenues earned, the expenses paid, and funds transferred to and from

the General Reserve (which contains Pool 1 and net investment in capital assets), for the two most recent audited
fiscal years of the Agency and for the nine-month period ended March 31, 2020 (unaudited) (in thousands):

Nine months
Ended Fiscal Year Fiscal Year
March 31, 2020 Ended Ended
(unaudited) June 30, 2019 June 30, 2018
Revenues
Fees earned and other income” $9,933 $11,212 $11,936
Interest earned on investments 495 704 419
Unrealized gain (loss) on investments -- -- --
Administrative reimbursement®: © 23,787 27,730 24,479
Total revenues 34,215 39,646 36,834
Expenses
Salaries and benefits 21,705 15,117 33,114
Other general operating expenses 4,848 5,359 6,338
Total expenses 26,553 20,476 39,452
Revenues over expenses 7,662 19,170 (2,618)
Non-operating transfer of assets between funds® (9,374) (19,320) 5,192
Change in net position (1,712) (150) 2,574
Net position beginning of period 14,469 14,619 12,045
Net position end of period $12,757 $14,469 $14,619
(1) Fees earned consist primarily of fees collected in conjunction with the administration of the low income housing tax credit

@

©)

4)

®)

program and HUD contract administration of certain non-Agency financed Section 8 developments.

The Agency transfers bond funds to the General Reserve for administrative reimbursement in accordance with the
Agency’s Affordable Housing Plan based on the adjusted assets of the bond funds. Adjusted assets are defined generally as
total assets (excluding the reserve for loan loss), unrealized gains or losses on investments (including mortgage-backed
securities and interest rate swap agreements), deferred loss on interest rate swap agreements and assets relating to escrowed
debt.

Reimbursement from appropriated accounts consists of the portion of direct and indirect costs of administering the
programs funded by the appropriations. The Agency recovers costs associated with administering state appropriations only
to the extent of interest earnings on the appropriations. Costs associated with administering federal appropriations generally
are recovered from the appropriations.

The Agency may transfer excess assets from bond funds to the General Reserve to the extent permitted by the resolution or
indenture securing bonds of the Agency. In addition, the Agency may transfer funds in excess of the requirement for Pool 1
from the General Reserve to the Alternative Loan Fund. See the comments under the headings “Interfund Transfers” and
“Net Position Restricted by Covenant” in the Notes to Financial Statements of the Agency in Appendix B to this Official
Statement for additional information.

Adjusted pursuant to required GASB 75 treatment of Post-Employment Benefits (other than Pension) as of July 1, 2017.

State Appropriations

Over the years, the State Legislature has appropriated funds to the Agency to be used for low interest loans,

grants, programs for low and moderate income persons and families and other housing related program costs. The
Agency generally does not pay its general or administrative expenses from appropriated funds, although it can
recover its allocable costs of administering State appropriations from investment earnings thereon. The State
Legislature has appropriated funds to the Agency for its programs in every biennium since 1975. The Agency has
expended or committed most of the appropriations.

10
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Over the biennial periods ended June 30, 2013, 2015, 2017 and 2019, the total appropriations to the Agency
aggregated approximately $392 million. For the biennium ending June 30, 2021, the Legislature has appropriated
approximately $120.6 million to the Agency, including an increase of approximately 9.5 percent to the Agency’s
base budget for State appropriations.

The appropriations are not available to pay debt service on the Bonds.

Agency Indebtedness

The principal amount of bonds and notes of the Agency that are outstanding at any time (excluding the
principal amount of any refunded bonds and notes) is limited to $5,000,000,000 by State statute. The following table
lists the principal amounts of general obligation indebtedness of the Agency outstanding as of June 30, 2020:

Original Principal  Principal Amount

Number*of Final Amount” Outstanding
Series Maturity (in thousands) (in thousands)

Rental Housing Bonds...........cccccceeveveininnnnnn 11 2049 $ 53,5585 $ 50,055

Residential Housing Finance Bonds.............. 52 2050 2,540,795 1,712,955

Homeownership Finance Bonds.................... 61 2050 2,510,059 1,639,009
Multifamily Housing Bonds (Treasury HFA

INILIALIVE) .o 1 2051 15,000 13,240

TOtalS .. 125 $5,119,439 $3,415,259

“Does not include series of bonds or the original principal amount of any bonds that had been, as of June 30, 2020,
defeased or paid in full, whether at maturity or earlier redemption.

The payment of principal of and interest on general obligations of the Agency as shown above may be
made, if necessary, from the General Reserve or the Alternative Loan Fund. (See “Net Position Restricted By
Covenant and Operations to Date—General Reserve; Alternative Loan Fund” above.)

The Agency has entered into liquidity facilities and interest rate swap agreements in respect of its
outstanding Residential Housing Finance Bonds that bear interest at a variable rate or floating rate and may be
subject to optional and mandatory tender. Certain information related to those variable rate demand bonds, floating
rate term bonds, liquidity facilities and swap agreements is included in the Notes to Financial Statements contained
in Appendix B to this Official Statement. The Agency does not make any representation as to the creditworthiness of
any provider or counterparty on facilities and agreements relating to its variable rate bonds.

Certain of the swap agreements obligate the Agency to make periodic fixed rate payments and entitle the
Agency to receive periodic payments based on the United States dollar-denominated London Interbank Offered Rate
(*USD LIBOR™). In 2017, the Financial Conduct Authority, a United Kingdom regulatory body which supervises
USD LIBOR’s administrator, stated that it would not attempt to persuade or compel panel banks that currently
submit interest rate information used in the setting of USD LIBOR rates to continue to do so after December 31,
2021. The Federal Reserve System and the Federal Reserve Bank of New York (the “NY Fed”) convened its
Alternative Reference Rate Committee (“ARRC”) in 2014, consisting of public and private United States capital
market participants, to identify alternative reference rates as an alternative to USD LIBOR, identify best practices
for contract robustness in the interest rate market, and create an implementation plan to support an orderly adoption
of new references rates. The ARRC is currently attempting to address issues related to the anticipated transition
from reliance upon USD LIBOR for various market sectors. With respect to derivative agreements, ARRC is
proceeding in conjunction with the International Swap Dealer’s Association (“ISDA”). Each of the NY Fed and
ISDA has made certain information concerning their respective activities relating to USD LIBOR and alternative
reference rates on their respective websites. There can be no assurance as to the timing or outcome of these and
other USD LIBOR-related regulatory developments, or as to the effects of market reaction to such developments. It
is possible that such regulatory developments, or that a cessation of USD LIBOR publication, might affect the
determination of certain scheduled and, if applicable, termination payment obligations upon those derivatives
agreements.

11
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In 2009, the Agency issued $13,270,000 in aggregate principal amount of its Nonprofit Housing Bonds
(State Appropriation), Series 2009, to finance permanent supportive housing in two different multifamily housing
developments. In 2011, the Agency issued $21,750,000 in aggregate principal amount of its Nonprofit Housing
Bonds (State Appropriation), Series 2011, to finance permanent supportive housing in five additional multifamily
housing developments. Both series of bonds were issued under a separate indenture of trust, are not general
obligations of the Agency and are not payable from any funds or assets of the Agency other than the appropriations
the Agency expects to receive from the State General Fund pursuant to a standing appropriation made by the
Legislature in 2008.

From time to time, beginning in 2012, the Legislature has authorized the Agency to issue housing
infrastructure bonds (the “Housing Infrastructure Bonds™) for various purposes payable, like the Nonprofit Housing
Bonds, solely from a standing appropriation from the State General Fund and not from any other funds or assets of
the Agency. The aggregate principal amount of Housing Infrastructure Bonds that the Agency may issue is
$315,000,000. The Agency has issued 19 series of its State Appropriation Bonds (Housing Infrastructure) in 2013
through 2019 in an aggregate principal amount of $182,050,000 under a separate indenture of trust.

On October 28, 2019, the Agency issued its Amended and Restated Bank Note (the “Amended Bank
Note”) to Royal Bank of Canada (the “Bank™), pursuant to a Revolving Credit Agreement dated as of June 1, 2018,
as amended by a First Amendment to Revolving Credit Agreement dated as of October 28, 2019 (the “Amended
Revolving Credit Agreement™), as further amended from time to time, for the purpose of preserving current private
activity bond volume cap by refunding the maturing principal or redemption price, as the case may be, of portions of
Homeownership Finance Bonds and Residential Housing Finance Bonds previously issued by the Agency
(collectively, the “Single Family Housing Bonds”). Upon the refunding of Single Family Housing Bonds with
amounts advanced to the Agency pursuant to the Amended Revolving Credit Agreement as evidenced by the
Amended Bank Note, funds representing prepayments and repayments of mortgage loans financed with Single
Family Housing Bonds, and other amounts available under the applicable bond resolution for the payment of those
Single Family Housing Bonds, will be deposited into a cash collateral fund established under a separate amended
and restated indenture of trust, as amended, between the Agency and Wells Fargo Bank, National Association, as
trustee, as security for the repayment of the principal amount of the Amended Bank Note that has been advanced to
the Agency. The Bank agrees to make advances until June 30, 2021, a later date if extended by the Bank or an
earlier date upon an event of default or a termination pursuant to the terms of the Amended Revolving Credit
Agreement or if the Agency elects an earlier termination. The amount of the advances outstanding and not repaid
with respect to the Amended Bank Note bear interest at a variable interest rate equal to one month LIBOR plus a
spread (currently 0.30%) and may not exceed $120,000,000, or the lesser amount then specified in the Amended
Revolving Credit Agreement, at any time, and the cumulative amount of the advances made may not exceed
$500,000,000. The obligation of the Agency to pay the interest on, but not the principal of, the Amended Bank Note
is a general obligation of the Agency. As of the date hereof, the Agency has requested advances in the aggregate
principal amount of $349,116,932, $0 of which is outstanding.

Agency Continuity of Operations Plan

Certain external events, such as pandemics, natural disasters, severe weather, technological emergencies,
riots, acts of war or terrorism or other circumstances, could potentially disrupt the Agency’s ability to conduct its
business. A prolonged disruption in the Agency’s operations could have an adverse effect on the Agency’s financial
condition and results of operations. To plan for and mitigate the impact such an event may have on its operations,
the Agency has developed a Continuity of Operations Plan (the “Plan”). The Plan is designed to (i) provide for the
continued execution of the mission-essential functions of the Agency and minimize disruption if an emergency
threatens, interrupts or incapacitates the Agency’s operations, (ii) provide Agency leadership with timely direction,
control and coordination before, during and after an emergency or similar event, and (iii) facilitate the return to
normal operating conditions as soon as practical based on the circumstances surrounding any given emergency or
similar event. No assurances can be given that the Agency’s efforts to mitigate the effects of an emergency or other
event will be successful in preventing any and all disruptions to its operations.

Cybersecurity

The Agency relies on a complex technology environment to conduct its operations. As a recipient and
provider of personal, private and sensitive information, the Agency faces multiple cyber threats including, but not

12
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limited to, hacking, viruses, malware, ransomware, phishing, business email compromise, and other attacks on
computers and other sensitive digital networks, systems, and assets. Housing finance agencies and other public
finance entities have been targeted by outside third parties, including technologically sophisticated and well-
resourced actors, attempting to misappropriate assets or information or cause operational disruption and damage.
Further, third parties, such as hosted solution providers, that provide services to the Agency, could also be a source
of security risk in the event of a failure of their own security systems and infrastructure.

The Agency uses a layered approach that employs sound operational strategies and security technology
solutions to secure against, detect, and mitigate the effects of cyber threats on its infrastructure and information
assets. The Agency conducts regular information security and privacy awareness training that is mandatory for all
Agency staff. The Agency’s Business Technology Support group has management responsibility for all information
technology and leads the efforts of the Agency to keep its cyber assets secure. The Agency’s Business Technology
Support group and contracted services from the Office of MN.IT Services, an agency of the executive branch of the
State, regularly conduct risk assessments, audits and tests of the Agency’s cybersecurity systems and infrastructure.

Despite its efforts, no assurances can be given that the Agency’s security and operational control measures
will be successful in guarding against any and each cyber threat and attack, especially because the techniques used
by perpetrators are increasingly sophisticated, change frequently, are complex, and are often not recognized until
launched. To date, cyber attacks have not had a material impact on the Agency's financial condition, results or
business; however, the Agency is not able to predict future attacks or their severity. The results of any attack on the
Agency’s computer and information technology systems could impact its operations for an unknown period of time,
damage the Agency’s digital networks and systems, and damage the Agency’s reputation, financial performance,
and customer or vendor relationships. Such an attack also could result in litigation or regulatory investigations or
actions, including regulatory actions by state and federal governmental authorities. The costs of remedying any such
damage could be substantial and such damage to the Agency’s reputation and relationships could adversely affect
the Agency’s ability to conduct its programs and operations in the future.

COVID-19 Economic Disruption

The recent global outbreak of COVID-19, a respiratory disease declared to be a pandemic (the “Pandemic”)
by the World Health Organization, is affecting the national capital markets and may negatively impact the State’s
housing market and its overall economy. The threat from the Pandemic is being addressed on a national, federal,
state and local level in various forms, including executive orders and legislative actions.

On March 13, 2020, the President of the United States declared a national emergency with respect to the
Pandemic. In addition, the United States Congress recently enacted several COVID-19-related bills, including the
Coronavirus Aid, Relief, and Economic Security Act (CARES Act), signed into law on March 27, 2020, which
provides over $2 trillion of direct financial aid to American families, payroll and operating expense support for
small businesses, and loan assistance for distressed industries, as well as providing funds to and directing the Federal
Reserve System to support the capital markets.

With respect to multifamily housing mortgage loans which are (a) insured, guaranteed, supplemented or
assisted in any way by the federal government (including any HUD program or related program) or administered by
any federal agency or (b) purchased or securitized by Fannie Mae or Freddie Mac (collectively, “Federal
Multifamily Loans™), the CARES Act also provides that, if a Federal Multifamily Loan was current as of February
1, 2020 and is not for temporary financing (i.e., not a construction loan), then until the earlier of the termination of
the Pandemic or December 31, 2020, the borrower may request a 30-day payment forbearance, and up to two
additional 30-day forbearances. During the period of any such forbearance, the borrower may not evict any tenant
solely for nonpayment of rent. Such relief follows actions previously taken by the Federal Housing Finance Agency,
which announced that Fannie Mae and Freddie Mac would offer mortgage loan forbearance to multifamily property
owners on the condition that they suspend all evictions for renters who cannot pay their rent because of COVID-19.
[As of __, 2020, the Agency has granted forbearance approvals for __ Mortgage Loans financed under the Program
in an aggregate principal amount of $ . Of the forbearance approvals, ___in an aggregate principal amount of
$ are financed by, or pledged as additional security for, the Bonds, which is approximately percent of
the principal amount of Mortgage Loans held under the Bond Resolution. It may receive and approve additional
forbearance requests relating to Mortgage Loans during the Pandemic.] The Agency also has provided loans that
secure outstanding bonds of the Agency under its single family housing program, many of which loans are covered
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by the relief provisions of the CARES Act, and has granted forbearance approvals when required. The Agency’s
loans provided under its home improvement program and its monthly payment loan program, as well as some loans
for single family housing that are not pledged as security for any debt of the Agency, are not affected by the relief
provisions of the CARES Act. However, the Agency has granted and may choose to grant forbearance approvals for
certain of these loans during the Pandemic. (See “Other Programs”)

The CARES Act directs the Federal Reserve Bank to provide liquidity to the financial system through a
new facility to purchase certain new issuances of securities by eligible issuers, including housing finance agencies
and other state and local governments. Such injection of liquidity follows recent actions by the Federal Reserve
Bank, including the purchase of U.S. Treasury securities and the Government National Mortgage Association
(“GNMA™), Fannie Mae and Freddie Mac mortgage-backed securities, facilitating the flow of credit to
municipalities by expanding its Money Market Mutual Fund Liquidity Facility to include a wider range of securities,
including municipal variable rate demand notes (such as variable rate demand obligations of housing finance
agencies).

On March 13, 2020, the Governor of the State declared a peacetime emergency with respect to the
Pandemic. By various executive orders, which have the force and effect of law during a peacetime emergency, the
Governor has directed: residents of the State to first stay at home and shelter in place and subsequently permitting
residents to conduct limited activities outside the home; the closure of schools for the remainder of the current
school year; the closure and then partial re-opening of restaurants, bars, other public accommodations and certain
non-essential businesses; and the suspension of evictions and lease terminations; in each instance subject to further
change. The Governor has extended the peacetime emergency beyond the initial 30-day period, may extend it
further and may issue additional executive orders pursuant to his authority during that emergency. The peacetime
emergency, since extended beyond 30 days, may be terminated by majority vote of both houses of the legislature of
the State.

An executive order of the Governor designated the operation of the Agency as a critical service and Agency
personnel, though almost exclusively teleworking, are continuing all operations in order to provide the Agency’s
programs (see “Agency Continuity of Operations Plan” above). At this time the Agency cannot predict (i) the
duration or extent of the Pandemic; (ii) the duration or expansion of any foreclosure or eviction moratorium
affecting the Agency’s ability to foreclose and collect on delinquent mortgage loans; (iii) the number of mortgage
loans that will be in forbearance or default as a result of the Pandemic and subsequent federal, state and local
responses thereto, including the CARES Act; (iv) whether and to what extent the Pandemic may disrupt the local or
global economy, real estate markets, manufacturing, or supply chain, or whether any of those types of disruption
may adversely impact the Agency or its operations; (v) whether or to what extent the Agency or other government
agencies may provide additional deferrals, forbearances, adjustments, or other changes to payments on mortgage
loans; or (vi) the effect of the Pandemic on the State budget, or whether any such effect may adversely impact the
Agency or its programs. The Agency is monitoring and assessing the impact on its programs, operations and
financial position, including its ability to continue to make and finance Mortgage Loans. However, the continuation
of the Pandemic and the resulting containment and mitigation efforts could have a material adverse effect on the
Agency’s programs, operations and finances.

THE DEVELOPMENT
The Development

The Agency intends to use the proceeds of the Series Bonds to make a short-term first lien bridge Mortgage
Loan that will finance a portion of the costs of the acquisition and construction of a multifamily housing
development. The Development, to be known as Hilltop Cottages, will be the acquisition and construction of a one-
story townhome building, located in Pine City, Minnesota. The Development will have 35 residential units. The total
development cost is estimated to be approximately $9.57 million. The Development is expected to be completed by
February 2022. The Development will be acquired and constructed by Hilltop Cottages, LLC, a Wisconsin limited
liability company, or another entity affiliated with Commonwealth Development Corporation of America, a
Wisconsin corporation.
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The Agency expects to use the proceeds of the Series Bonds to be deposited in the Mortgage Loan Account
to make the bridge Mortgage Loan with respect to the Development on the date of issuance of the Series Bonds. The
bridge Mortgage Loan, in the principal amount of $4.61 million,” will mature in full on July 1, 2022.” The bridge
Mortgage Loan will not be insured by FHA or secured by any other third-party credit enhancement, but the Agency
expects it to be repaid from a long-term end loan from the Agency in the principal amount of $1.326 million, a
portion of a deferred repayment loan from the Agency in the aggregate principal amount of approximately $4.84
million, a loan from Greater Minnesota Housing Fund in the amount of $0.75 million and a portion of the equity
contributions from the tax credit investor, which is purchasing the low income housing tax credits described below.
The bridge Mortgage Loan will be secured in part by a guaranty from each of Commonwealth Holdings, LLC,
Commonwealth Construction Corporation and Commonwealth Development Corporation of America.

As a result of the issuance of the Series Bonds, all of the dwelling units in the Development will be eligible
for low income housing tax credits under Section 42 of the Internal Revenue Code of 1986, as amended. Occupancy
in all of those dwelling units will be limited to households with incomes at initial occupancy at or below 60 percent
of the area median income, adjusted for household size, for a period of 40 years.

Eight of the dwelling units will be benefitted by a Housing Support contract, four of which will be reserved
for households who have experienced long-term homelessness and four for persons with persons with disabilities.
The Housing Support contract will be provided by Pine County Health and Human Services.

Estimated Sources and Uses of Series Bond Proceeds and Agency Funds

The estimated sources and uses of proceeds of the Series Bonds and funds to be provided by or through the
Agency are as follows:

Sources:
Principal Amount of Series Bonds ..........ccccoevvevrviiveriernenn, $4,610,000
Funds Available to the AgeNCY.......cccevvvvvivvivvivseseeerenn,
Total Sources of FUNdS.........ccooovrviiineincienn, $ .
Uses:
Series A Mortgage Loan ACCOUNt .....ccccovvvvvvverineverennenns $4,610,000

REVENUE FUND ...
COSES OF ISSUANCE ...ttt

Total Uses of FUNAS ........oooveiiiiiciiec e $ .

THE SERIES BONDS

The Series Bonds will be fully registered bonds initially registered in the name of Cede & Co., as nominee
for The Depository Trust Company, New York, New York (“DTC”) which will act as securities depository for the
Series Bonds. Wells Fargo Bank, National Association, Minneapolis, Minnesota, serves as Trustee under the Bond
Resolution.

The Series Bonds will be issued in the denominations of $5,000 or any integral multiple thereof. The Series
Bonds mature, subject to redemption as herein described, on the date and in the amount set forth on the inside front
cover hereof.

The Series Bonds bear interest from their dated date, payable semiannually on February 1 and August 1 of
each year, commencing February 1, 2021, at the rate set forth on the inside front cover hereof until payment of the
principal or redemption price of the Series Bonds. As long as the Series Bonds are in book-entry form, interest on
the Series Bonds will be paid by moneys wired by the Trustee to DTC, or its nominee, as registered owner of the
Series Bonds, and DTC will redistribute that interest. (See Appendix F — “Book-Entry-Only System.”)

“Preliminary, subject to change.
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For every exchange or transfer of Series Bonds, whether temporary or definitive, the Agency or the Trustee
may make a charge sufficient to reimburse it for any tax, fee or other governmental charge required to be paid with
respect to that exchange or transfer.

Special Redemption at Par

The Agency may redeem the Series Bonds, at its option, in whole or in part on any date, at a redemption
price equal to the principal amount thereof plus accrued interest, without premium, (i) from unexpended proceeds of
the Series Bonds not used to finance the Development; or (ii) in the event the Agency receives or recovers Recovery
Payments (as defined in Appendix E) relating to the Development. The Agency will apply any unexpended proceeds
or Recovery Payments to the redemption of Series Bonds, as determined by the Agency. If Recovery Payments are
not sufficient to redeem all Outstanding Series Bonds, the Agency may apply other funds to redeem the Series
Bonds in addition to the Recovery Payments.

Optional Redemption

The Agency may redeem the Series Bonds at its option, in whole or in part, on any date on or after
February 1, 2022, in amounts as the Agency may designate, at a redemption price equal to the principal amount
thereof plus accrued interest to the date of redemption, without premium.

General Redemption Provisions

Any Series Bonds to be redeemed will be redeemed only upon receipt by the Trustee of a certificate signed
by an authorized officer of the Agency stating the principal amount of the Series Bonds to be redeemed. If less than
all Series Bonds are to be redeemed, the Series Bonds to be redeemed are to be selected in $5,000 principal amounts
at random by the Trustee. The Agency will not at any time cause Series Bonds to be optionally redeemed if this
would have any material adverse effect on its ability to pay when due the principal of and interest on the Bonds
Outstanding after the redemption.

The Trustee is required to mail a copy of the notice of redemption to the registered owner of any Series
Bond called for redemption at least 30 days prior to the redemption date. Any defect in or failure to give the required
mailed notice of redemption will not affect the validity of any proceedings for the redemption of Series Bonds not
affected by that defect or failure.

SECURITY FOR THE BONDS

Outstanding Bonds, including the Series Bonds, are secured as provided in the Bond Resolution by a
pledge and a grant of a security interest in (a) all proceeds of the sale of Bonds (other than proceeds deposited in
trust for the retirement of outstanding bonds and notes), (b) all Mortgage Loans and Investments made or purchased
from the proceeds, (c) all Revenues as defined in the Bond Resolution, and (d) money, Investments, and other assets
and income held in and receivables of Funds established by or pursuant to the Bond Resolution. The Bonds,
including the Series Bonds, are also general obligations of the Agency, payable out of any of its moneys, assets or
revenues, subject only to the provisions of other resolutions or indentures now or hereafter pledging and
appropriating particular moneys, assets or revenues to particular notes or Bonds, and federal or State laws heretofore
or hereafter enacted pledging particular funds for a specified purpose. The pledge and security interests granted by
the Bond Resolution are for the equal benefit, protection and security of Holders of all Bonds, including the Series
Bonds.

The Agency has no taxing power. The State of Minnesota is not liable for the payment of the Bonds,
including the Series Bonds, and the Series Bonds are not a debt of the State.

“Preliminary, subject to change.

16



Page 154 of 258

Mortgage Loans

The Bond Resolution requires, except in certain circumstances hereinafter described, that each Mortgage
Loan be secured by a first mortgage lien (subject to permitted encumbrances) on the real property, or leasehold
interest of the Mortgagor in the real property under a lease with a term at least twice the length of the term of the
Bonds, that is the site of the Development financed by that Mortgage Loan, and all improvements thereon. At the
initial closing for each Development, the Agency receives a recorded Mortgage and a mortgagee’s title insurance
policy in the amount of the Mortgage Loan. The Agency may also participate with other parties in the making of a
Mortgage Loan if the Agency’s mortgage lien, in proportion to its participation, is on a parity with or superior to that
of all other parties, but the interest rate and time and rate of amortization of that part of the Mortgage Loan made by
the Agency and that made by others need not be equal. The Bond Resolution also permits the Agency, if it holds
a Mortgage that constitutes a first mortgage lien on a Development, to make an additional Mortgage Loan for the
Development and secure the additional Mortgage Loan by a Mortgage on a parity with or junior and subordinate to
the first lien Mortgage held by the Agency. In addition, the Bond Resolution allows the Agency to make
Subordinate Mortgage Loans with respect to a Development upon the terms and conditions as the Agency may deem
appropriate, but solely from amounts that would otherwise be available to be removed by the Agency from the lien
of the Bond Resolution.

Under the Bond Resolution, there will at all times be scheduled payments of principal and interest on
Mortgage Loans pledged under the Bond Resolution that, when added to any other legally enforceable payments on
Mortgage Loans or with respect to the Bond Resolution (including Counterparty Hedge Payments), and interest and
other income estimated by the Agency to be derived from the investment or deposit of money available therefor in
any Fund or Account created by the Bond Resolution, will be sufficient to pay the Principal Installments of and
interest on all Outstanding Bonds (excluding from the calculations all amounts scheduled to be received pursuant to
the provisions of Subordinate Mortgage Loans). In making a determination as of any date that this covenant is met,
the Agency may make assumptions as to future events (including, as applicable, assumptions as to the amounts of
Agency Hedge Payments and Counterparty Hedge Payments and the amount of interest payable on Variable Rate
Bonds), which assumptions must be based upon the Agency’s reasonable expectations as of the date of the
determination. The Agency may forgive a portion of the interest on any Mortgage Loan provided that, after giving
effect to the reduction and all similar reductions then in effect, the Agency continues to comply with the covenant.

The scheduled payments of the Principal Installments of and interest on the Bonds are generally based on
the receipt of scheduled payments by the Agency on the Mortgage Loans and any Subordinate Mortgage Loans,
together with capitalized interest and estimated investment income of certain Funds and Accounts established by the
Bond Resolution, to the extent provided therein. The ability of the Mortgagors to make scheduled payments to the
Agency depends, among other things, on the Developments achieving and sustaining occupancy and rental levels
necessary to generate rental income that, together with any applicable subsidies, the Agency expects will be
sufficient to meet the required loan payments, to fund required reserves and escrows and to meet operating expenses.
Under the Bond Resolution, the Agency (unless otherwise required by any agency of the United States guaranteeing,
insuring or otherwise assisting in the payment of the Mortgage Loan or Subordinate Mortgage Loan) may give its
consent to Prepayment of a Mortgage Loan or Subordinate Mortgage Loan only if certain conditions as described
under the caption “Summary of Certain Provisions of the Bond Resolution — Mortgage Provisions and Conditions
— Prepayments” in Appendix E hereto have been met. If any Mortgage Loan or Subordinate Mortgage Loan goes
into default or investment income differs from the amounts estimated to be received, the amount of money available
for the payment of Principal Installments of and interest on the Bonds may be adversely affected; however, as is
described elsewhere in this Official Statement, moneys may be available from other sources, including the Debt
Service Reserve Fund.

Appendix A to this Official Statement contains a brief description of the Mortgage Loans outstanding as of
December 31, 2019 that have been financed by Bonds or that have been pledged as additional security under the
Bond Resolution for the payment of Outstanding Bonds.

Debt Service Reserve Fund

No funds will be credited to the Debt Service Reserve Fund with respect to the Series Bonds (and the Debt
Service Reserve Requirement in respect of the Series Bonds will be $0.00), since, in addition to the other security
provided pursuant to the Bond Resolution, payment of principal with respect to the bridge loan funded by the Series
Bonds will be secured as described under “The Development.”
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Upon issuance of the Series Bonds, the aggregate Debt Service Reserve Requirement for the Bond
Resolution will be approximately $1,386,006 and the value of the investments in the Debt Service Reserve Fund as
calculated under the Bond Resolution will not be less than the aggregate Debt Service Reserve Requirement. The
Debt Service Reserve Fund secures all Bonds issued under the Bond Resolution, including the Series Bonds, on an
equal basis.

The Act provides that the Agency may create and establish one or more debt service reserve funds for the
security of its bonds. The Agency will use moneys held in or credited to a debt service reserve fund solely for the
payment of principal of bonds of the Agency as the same mature, the purchase of those bonds, the payment of
interest thereon or the payment of any premium required when the bonds are redeemed before maturity, provided
that the moneys in that fund must not be withdrawn therefrom at any time in an amount as would reduce the amount
reasonably necessary for the purposes of the fund, except for the purpose of paying principal and interest due on the
bonds secured by the fund for the payment of which other moneys of the Agency are not available. The Agency may
not issue any additional bonds or notes that are secured by a debt service reserve fund if the amount in that debt
service reserve fund or any other debt service reserve fund at the time of that issuance does not equal or exceed the
minimum amount required by the resolution creating that fund unless the Agency deposits in each fund at the time
of the issuance from the proceeds of the bonds or otherwise an amount that, together with the amount then in the
fund, will be no less than the minimum amount so required. The Act further provides that:

In order to assure the payment of principal and interest on bonds and notes of the agency and
the continued maintenance of all debt service reserve funds created and established therefor, the
agency shall annually determine and certify to the governor, on or before December 1, (a) the
amount, if any, then needed to restore each debt service reserve fund to the minimum amount
required by the resolution or indenture establishing the fund, not exceeding the maximum amount
of principal and interest to become due and payable in any subsequent year on all bonds or notes
which are then outstanding and secured by such fund; and (b) the amount, if any, determined by
the agency to be needed in the then immediately ensuing fiscal year, with other funds pledged and
estimated to be received during that year, for the payment of the principal and interest due and
payable in that year on all then outstanding bonds and notes secured by a debt service reserve fund
the amount of which is then less than the minimum amount agreed. The governor shall include and
submit to the legislature, in the budget for the following fiscal year, or in a supplemental budget if
the regular budget for that year has previously been approved, the amounts certified by the agency

In the opinion of Bond Counsel and counsel to the Agency, the Legislature is legally authorized, but not
legally obligated, to appropriate those amounts to the Debt Service Reserve Fund.

Additional Bonds

The Bond Resolution permits the issuance of additional Bonds, upon the adoption of a series resolution, to
provide funds for the purpose of financing Mortgage Loans for Developments under the Agency’s programs of
making Mortgage Loans and, in addition, to refund outstanding Bonds or other obligations issued to finance
Mortgage Loans, upon certain conditions contained therein (see Appendix E — “Summary of Certain Provisions of
the Bond Resolution—Additional Bonds™), without limitation as to amount except as may from time to time be
provided by law. Any additional Bonds issued under the Bond Resolution will be secured on an equal basis with the
Series Bonds and the Outstanding Bonds and entitled to the equal benefit, protection and security of the provisions,
covenants and agreements of the Bond Resolution.

Nothing in the Bond Resolution prohibits the financing of other multifamily housing developments under
other bond resolutions.

State Pledge Against Impairment of Contracts

The State in the Act has pledged to and agreed with the Bondholders that it will not limit or alter the rights
vested in the Agency to fulfill the terms of any agreements made with them or in any way impair the rights and
remedies of the Bondholders until the Bonds, together with the interest thereon and on any unpaid installments of
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interest, and all costs and expenses in connection with any action or proceeding by or on behalf of those Holders, are
fully met and discharged.

THE RENTAL HOUSING PROGRAM

The Bond Resolution is currently the primary source of funds borrowed by the Agency to fund its
multifamily housing programs. The proceeds of Bonds issued under the Bond Resolution are lent by the Agency to
for-profit, nonprofit and limited profit sponsors that agree to construct or rehabilitate the Developments and lease the
dwelling units therein principally to persons and families with low and moderate incomes.

The precise nature of the multifamily housing programs financed under the Bond Resolution has varied
over the years and is expected to continue to vary based on the housing needs of the State of Minnesota and
resources available to address those needs. There follows a description of the housing programs for which there are
loans outstanding that were either funded from Bond proceeds under the Bond Resolution or are pledged as
additional security under the Bond Resolution. All of the Developments financed under the Bond Resolution in
recent years have been processed under the Low and Moderate Income Rental Program, either as long-term loans or
as bridge loans. Recently originated loans have included the acquisition and construction of rental properties that
will be eligible for federal low-income housing tax credits and loans for the preservation of existing federal
subsidies under the Section 8 program.

The existing Developments financed by Outstanding Bonds have been originated under the following
programs:

—Low and Moderate Income Rental Program (including HUD Risk-Sharing Program)

—Section 8 Housing Assistance Payment New Construction/Substantial Rehabilitation Program
(Uninsured Developments)/Asset Management Program

In addition to the programs listed above, loans contributed as additional security under the Bond Resolution
have been financed under the following program:

—Apartment Renovation Mortgage Program

—Market Rate Mortgage Loan Program

[The remainder of this page is intentionally left blank.]
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The following table provides summary data regarding the outstanding loans financed or pledged as a
portion of the security for the Rental Housing Bond Resolution as of December 31, 2019 for the programs as listed
above:

Rental Housing Program Mortgage Loan Program Summary as of December 31, 2019

Number of Number of Outstanding Percentage of
Program Loans Units Loan Amount Total Amount
Section 8 Housing Assistance
Payments Program ............ccoceeveeevennanen, 34 1,731 $ 28,016,179 16.96%
Apartment Renovation Mortgage
Program ... 1 48 120,168 0.07
Low and Moderate Income
Rental Program’™ .........ccocccoorreenreeennnenns 51 4,042 135,402,719 81.97
Market Rate Mortgage Loan Program... 4 216 1,650,051 1.00
0 6,037 $165,189,117 100.00%

“Includes 6 HUD Risk-Sharing loans for Developments with 613 aggregate units and an aggregate outstanding loan amount of
$20,528,716.

“Includes 32 HUD Risk-Sharing loans for Developments with 2,765 aggregate units and an aggregate outstanding loan
amount of $76,426,426 and seven bridge mortgage loans for Developments with 363 units and an aggregate outstanding
loan amount of $34,685,000.

Low and Moderate Income Rental Program

The Low and Moderate Income Rental Program (the “LMIR Program”) is the program under which the
Agency is currently making loans funded from the proceeds of Bonds issued under the Bond Resolution. Some of
the loans involve the preservation of existing federal housing subsidies. The federal housing subsidies preserved in
connection with loans under the LMIR Program have included Section 8 project-based assistance; this subsidy
program is described below. Most recent developments financed under this program have also benefited from the
receipt of federal low-income housing tax credits.

In the LMIR Program, which is administered by the Multifamily Division of the Agency, the Agency uses
the proceeds of Bonds issued under the Bond Resolution to provide permanent and construction loan financing for
the acquisition/rehabilitation or construction of multifamily housing Developments. The Agency, under the LMIR
Program, may also use other available funds to provide permanent and construction loan financing for the
acquisition/rehabilitation, refinance/rehabilitation or construction of multifamily housing Developments. The
proceeds of the Bonds or other available funds are lent by the Agency to nonprofit or limited profit entities that
agree to construct or rehabilitate the Developments and lease the dwelling units therein principally to persons and
families of low and moderate income. Several of the loans made under the LMIR Program have been insured under
the FHA Section 223(a)(7) and 241 insurance programs. Generally, loans to Developments financed under the
LMIR Program also receive one or more low- or non-interest bearing, non-amortizing subordinate loans that
facilitate keeping rents below market rate levels and reduce the amount of amortizing debt.

In the Agency’s administration of its LMIR Program, the Agency has made Mortgage Loans of up to 100

percent of total development costs. Mortgage Loans for Developments are generally made for terms of 30 to 40
years or are made as short-term loans payable when construction or rehabilitation is completed.
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HUD Risk-Sharing Program

As part of the LMIR Program under the Bond Resolution, the Agency has made and expects to make
Mortgage Loans under the Department of Housing and Urban Development Housing Finance Agency Risk-Sharing
Program for Insured Affordable Multifamily Project Loans (“HUD Risk-Sharing Program™). Section 542(c) of the
Housing and Community Development Act of 1992, as amended (the “Risk-Sharing Act”) authorized the Secretary
of the Department of Housing and Urban Development (“HUD”) to enter into risk-sharing agreements with qualified
state or local housing finance agencies (“HFAs™) to enable those HFAs to underwrite and process loans for which
HUD, acting through the Federal Housing Administration (“FHA”), will provide full mortgage insurance for eligible
projects. HUD has promulgated regulations at 24 C.F.R. Part 266 (the “Regulations™) pursuant to the Risk-Sharing
Act. The HUD Risk-Sharing Program allows HFAs to carry out certain HUD functions, including the assumption of
underwriting, loan management and property disposition functions and responsibility for defaulted loans, and
provides for reimbursement of HUD for a portion of the loss from any defaults that occur while the HUD contract of
mortgage insurance is in effect.

The HUD Risk-Sharing Program requires that an interested HFA first be approved as a qualified housing
finance agency. Upon notification of approval as a qualified HFA, the HFA must execute a risk-sharing agreement
between the Commissioner of FHA and the HFA. The risk-sharing agreement must state the agreed upon risk
apportionment between HUD and the HFA, the number of units allocated to the HFA, a description of the HFA’s
standards and procedures for underwriting and servicing loans, and a list of HFA certifications designed to assure its
proper performance.

Projects eligible to be insured under the HUD Risk-Sharing Program include projects receiving Section 8 or
other rental subsidies, single room occupancy projects, board and care/assisted living facilities and elderly projects.
Transient housing or hotels, projects in military impact areas, retirement service centers, and nursing homes or
intermediate care facilities are specifically excluded from eligibility for insurance under the program.

The Agency has been designated by HUD as a “qualified HFA” under the Risk-Sharing Act. The Agency
has entered into a risk-sharing agreement with HUD dated as of May 3, 1994 (the “Risk-Sharing Agreement”) which
sets out the terms for the Agency’s participation in the HUD Risk-Sharing Program. The Agency has a “Level I” and
“Level 11" approval under the regulations, which means the Agency agrees to reimburse HUD for 50 percent, or
from 10 percent to 50 percent, of any losses incurred as a result of a default under a HUD Risk-Sharing Program
loan. “Level 1” approval permits the Agency to use its own underwriting standards and loan terms and conditions (as
disclosed and submitted with its application) to underwrite and approve loans with review and approval by the local
HUD office. Most of the Developments committed to be financed to date under the HUD Risk-Sharing Program
have been insured based upon a 50/50 split of any losses.

Prior to funding of a Mortgage Loan by the Agency, HUD issues a Risk-Sharing Firm Approval Letter
under which it agrees to endorse the Mortgage Note either at closing (in which case all advances are insured) or
upon completion of construction and satisfaction of various conditions relating to the Mortgage Loan, including
funding of all anticipated sources of funds. If the Mortgage Note is not endorsed until completion of construction,
HUD is not obligated to reimburse the Agency for any losses that occur as a result of a default under the loan
documents prior to completion of construction and endorsement of the Mortgage Note for insurance by HUD.

A mortgagee under an FHA-insured mortgage is entitled to receive the benefits of insurance after the
mortgagor has defaulted and that default continues for a period of 30 days. If the default continues to exist at the end
of the 30-day grace period, the mortgagee is required to give HUD written notice of the default within 10 days after
that grace period and monthly thereafter, unless waived by HUD, until the default has been cured or the Agency has
filed an application for an initial claim payment. Unless a written extension is granted by HUD, the Agency must
file an application for initial claim payment (or, if appropriate, for partial claim payment) within 75 days from the
date of default unless extended at the request of the HFA. The initial claim amount is based on the unpaid principal
balance of the mortgage note as of the date of default, plus interest at the mortgage note rate from the date of default
to the date of initial claim payment. HUD must make all claim payments in cash. The initial claim payment is equal
to the initial claim amount, less any delinquent mortgage insurance premiums, late charges and interest assessment
under the Regulations. Within 30 days of the initial claim payment, the HFA must use the proceeds of the initial
claim payment to retire any bonds or any other financing mechanisms and must also issue to HUD a debenture,
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payable in five years unless extended, in an amount equal to the amount of the initial claim payment, representing
the HFA’s reimbursement obligation to HUD under its Risk-Sharing Agreement.

The Regulations provide that not later than 30 days after either (1) foreclosure sale or sale after acceptance
of a deed-in-lieu of foreclosure or (2) expiration of the term of the HFA debenture, loss on the mortgaged property is
determined and allocated between HUD and the HFA in accordance with their respective percentages of risk
specified in the Mortgage Note and the Risk-Sharing Agreement.

The Agency Regulatory Agreement

The uninsured Section 8-assisted Developments and Developments financed under the LMIR and HUD
Risk-Sharing Programs are all subject to regulatory agreements with the Agency regulating their rents, distributions,
occupancy, management and operation. The regulatory agreements are in effect during the entire term of the
Mortgage Loan. Under the regulatory agreements, a limited-profit or nonprofit owner may not make distributions to
its partners or members in any one year in excess of a percentage of its initial equity in a Development. The
allowable percentage of equity ranges from 6 percent to 15 percent, depending on the program under which the
Mortgage Loan was financed.

Section 8 Program

General Description

Under the Section 8 Program, HUD provides for the payment of a subsidy for the benefit of low income
families, which are defined generally as those families whose incomes do not exceed 80 percent of the median
income for the area, as determined by HUD. Until recent years, almost all of the Developments with Section 8
subsidies financed by the Agency were financed from a set-aside from HUD under which the Developments were
underwritten and financed by the Agency. The Agency entered into Traditional Contract Administration (“TCA”)
Annual Contributions Contracts (“ACC”s) with HUD and Section 8 Housing Assistance Payments Contracts (“HAP
Contracts”) with owners under which the subsidy payments were made on behalf of tenants in the Developments.
Pursuant to the ACC for each Development, HUD committed funding through the entire term of the HAP Contract.
The Agency receives monthly subsidy payments with respect to each assisted dwelling unit, and then in turn
disburses or credits monthly housing assistance payments to the owner of the Development under the HAP Contract.
In addition, several of these Developments also received an Agency first mortgage loan, some of which were insured
under an FHA insurance program. After the initial contract expiration, many of these HAP Contracts have been
renewed for a period of 20 years. The owner has the option to renew for a shorter term. It is anticipated, but not
assured, that HUD will continue to provide the opportunity for owners to renew expiring HAP Contracts under the
provisions of Section 524 of the Multifamily Assisted Housing Reform and Affordability Act of 1997, as amended.
In recent years, the Agency has provided new financing (deferred or amortizing) to Developments with HAP
Contracts, many in conjunction with a Declaration of Covenants, Conditions and Restrictions pursuant to which the
owner has agreed to continuously renew the HAP Contract through the maturity date of the Agency’s Mortgage
Loan. It is anticipated, but not assured, that the federal government will continue to provide these owners with the
option to renew their HAP Contracts upon expiration. Renewals of HAP Contracts beyond the expiration of the
initial contract term are subject to annual appropriations and spending authority in the federal budget. Contracts to
convert tenant-based HUD vouchers or certificates into project-based assistance (as described below) are also
subject to annual appropriation and spending authorization in the federal budget.

HAP Contract Term for State Agency Set-Aside Program

Under HUD regulations, the initial terms of the HAP Contracts for uninsured Developments financed under
the state agency set-aside program were for either 30 or 40 years, with provisions for renewal for five-year periods
within the 30- or 40-year term. The term of the initial ACC is the same as the initial HAP Contract term.
Nonrenewal of the Section 8 HAP Contract under federal law and Minnesota state statutes requires proper
notification to the residents, the applicable city, the Metropolitan Council Housing and Redevelopment Authority,
the Agency and HUD. This nonrenewal (opt-out) of the HAP Contract is independent of the Development’s existing
first mortgage financing. (See “Certain Information Regarding Housing Assistance Payment Contracts — Certain
Recent Developments.”) Although the Section 8 housing assistance payments are made to the owner and in effect
represent rental income, the HAP Contract may, with HUD’s consent, be assigned as security by the owner to the
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first mortgage lender for the Development. All of the Developments with HAP Contracts within the Agency’s first
mortgage loan portfolio are assigned to the Agency as security for the Mortgage Loan. HAP Contracts may not be
terminated by HUD if the Mortgage Loan on the Development goes into default, so long as the owner has not
breached any of the owner’s obligations under the HAP Contract. In the event of a breach of the HAP Contract by
the owner, HUD may abate subsidy payments or terminate the HAP Contract after giving the owner reasonable
opportunity to comply with the requirements of the HAP Contract. Under HUD regulations, the HAP Contract may
be assigned to a new owner of the Development. HUD may also determine that the HAP Contract may be
terminated or may reassign the Section 8 housing assistance payments subsidy to another development. If the
Section 8 subsidy is assigned to another development, the HAP Contract and the ACC will continue in effect and
housing assistance payments will continue in accordance with the terms of the HAP Contract. (See “Certain
Information Regarding Housing Assistance Payment Contracts — Certain Recent Developments.”)

Certain Information Regarding Housing Assistance Payment Contracts
General

The following discussion provides certain information with regard to the Section 8 program and HAP
Contract requirements that may affect payments made by HUD pursuant to the HAP Contracts. That information is
not comprehensive or definitive and, as appropriate, is qualified in its entirety by reference to the United States
Housing Act of 1937, as amended (the “Housing Act”), and HUD Section 8 Program Guidebooks, Handbooks,
Notices, and Memoranda.

Adjustments in Contract Rents

The HAP Contract defines the type of contract rent adjustment that the Development can request. For HAP
Contracts in the Agency’s Traditional Contract Administration portfolio that are in their original term, owners can
request an Annual Adjustment Factor Rent Adjustment based on the annual adjustment factor published by HUD.
Interim revisions may be made where market conditions warrant. The annual adjustment factor is applied on the
anniversary date of each HAP Contract to contract rents, resulting in upward adjustment. Pursuant to federal
legislation enacted in 1997, if the contract rents for a Development exceed the applicable HUD fair market rents,
then contract rents may not be increased beyond comparable market rents (plus the initial differential between the
initial contract rents and the comparable rents). The comparable rents are determined by independent appraisals of
Developments in the form of a Rent Comparability Study submitted by the owner. In addition, special additional
adjustments may be granted to reflect increases in the actual and necessary expenses of owning and maintaining a
Development resulting from substantial “and general increase in real property taxes, assessments, utility rates and
hazard insurance increases, where the increased cost is not sufficiently covered by the annual AAF adjustment.”
HUD Notice H 2002-10. Adjustments may not result in material differences between rents charged for assisted units
and unassisted units of similar quality and age in the same market area, except to the extent of the initial difference
at the time of contract execution. Under current law, “[t]he Secretary may not reduce the contract rents in effect on
or after April 15, 1987, for newly constructed, substantially rehabilitated, or moderately rehabilitated projects
assisted under this section, unless the project has been refinanced in a manner that reduces the periodic payments of
the owner.” 42 U.S.C. § 1437f(c)(1)(C). There can be no assurance that increases in contract rents will result in
revenues sufficient to compensate for increased operating expenses of the Developments. There can be no assurance
that there will not be a decrease in contract rents. A rent decrease may affect the ability of the owners of the
Developments to pay principal and interest on the Mortgage Loans, which in turn could adversely affect the ability
of the Agency to make timely payments of interest and principal on the Bonds with amounts pledged under the Bond
Resolution. (See “Certain Recent Developments.”)

Limitations on Increases in Housing Assistance Payments

An increase in contract rents, because of the application of an annual adjustment factor or a special
additional adjustment, will normally result in an increase in Housing Assistance Payments payable to the owner
under the HAP Contract. The annual maximum housing assistance payments are initially limited to the initial
contract rents. A project account is required to be established and maintained by HUD, in an amount determined by
HUD, and the account must be established and maintained consistent with its responsibilities under the Housing Act.
Whenever the estimated annual housing assistance payment exceeds the annual maximum housing assistance
commitment and would cause the amount in the project account to be less than 40 percent of that maximum
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commitment, HUD is required to take additional steps authorized by Section 8(c)(6) of the Housing Act to assure
that housing assistance payments will be increased on a timely basis. Section 8(c)(6) of the Housing Act authorizes
“the reservation of annual contributions authority for the purpose of amending housing assistance contracts, or the
allocation of a portion of new authorizations for the purpose of amending housing assistance contracts.” Based on
this guidance, HUD does not increase annual contributions contract authority until the project account has been
exhausted.

Certain Recent Developments

In July 2002, HUD announced an interpretation of its Office of General Counsel with respect to the form of
HAP Contract in use prior to 1979 (the “Old Regulation HAP Contract™). This interpretation provides that the HAP
Contract terminates upon any prepayment of the original permanent financing of the related development, including
any refinancing that included prepayment of the first Mortgage Loan. HUD also stated that it would agree to amend
any HAP Contract to eliminate that termination. All of the first mortgage loans with this form of HAP Contract in
the Agency’s TCA portfolio were provided by the Agency. There are many Developments with Agency mortgage
loans that have been prepaid where HUD has continued to make payments under the HAP Contracts during the
years since the Agency loans were prepaid. It is the Agency’s understanding that current HUD practice is to approve
the continuation of HAP Contracts upon payment of the original financing when the owner has elected to remain in
the Section 8 program. In 2015, HUD issued the final version of the Section 8 Renewal Policy Guide Book. Chapter
16 of the Guide Book reiterates the Office of General Counsel interpretation of the Old Regulation HAP Contract
and gives prepaying owners the option to amend the HAP Contract to extend the term to the originally scheduled
maturity date, renew the HAP contract under the Multifamily Assisted Housing Reform and Affordability Act
(“MAHRA”), or opt out of the Section 8 program. Contracts that are subject to Chapter 16 will be renewed and
amended as outlined in the newly revised chapter. At this time, the Agency cannot predict the potential risk for opt-
outs under the provisions of Chapter 16; however, the Agency handles potential opt-outs proactively to support the
Agency’s priority for preservation of federally assisted housing.

In recent years, there have been numerous pronouncements from HUD officials and various elected
officials as to the future of HUD and the Section 8 program. The scope of these pronouncements has ranged from a
total elimination of HUD and the Section 8 program to a restructuring of HUD and the reduction in funding of the
Section 8 program. In addition, the consolidation and alignment of HUD’s programs and the transfer of certain
administrative responsibilities for HUD programs to contract administrators, state and local governments and other
entities continue to be proposed. (Note that HUD has contracted project-based Section 8 program administration
services to state and local governments and other entities since 1999.) Furthermore, Congress continues to propose
reductions in all federal spending, including funding for HUD and its programs.

HUD officials have from time to time proposed to Congress that it repeal the provision of the Housing Act
prohibiting the Secretary of HUD from reducing contract rents below the current contract rents in effect as of April
15, 1987. (See “Adjustments in Contract Rents.”) It is not clear whether such a repeal would withstand a
constitutional challenge. The effect of repealing those provisions would be to permit HUD to reduce the contract
rents for Section 8 Developments to “market rents,” but not lower than the initial contract rents, plus the initial
difference, approved by HUD for the Development. Reductions in current contract rents have occurred and continue
to occur due to HUD’s changes to its Section 8 Renewal Policy Guide Book and its 4350.1 Handbook (Chapter 7).

At this time, the Agency cannot predict the terms of the legislation, if any, that may be enacted with respect
to HUD. Legislation could significantly change HUD’s structure, its administration and its programs (including the
Section 8 program), and the funding of HUD and its programs. The Agency also cannot predict whether any
legislation, if enacted, would adversely affect the ability of the Agency to make timely payments of interest and
principal on the Bonds (including the Series Bonds) with amounts pledged under the Resolutions.

Over the years, there have been several court decisions with respect to the Section 8 program and HAP
Contracts. The United States Supreme Court, in its 1993 decision, Cisneros v. Alpine Ridge Group, held that HAP
Contracts between private landlords and HUD did not prohibit the use of comparability studies with private market
rents to impose an independent cap on formula-based rent adjustments. In a January 1997 decision, National Leased
Housing Association v. United States, the United States Court of Appeals for the Federal Circuit upheld a decision
of the Court of Claims that the “overall limitation” provision contained in the rent adjustment section in HAP
Contracts (which states, in effect, that notwithstanding any other provision of the HAP Contract, adjustments
provided for in that section of the HAP Contract must not result in material differences between the rents charged
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for assisted and comparable unassisted units except to the extent that differences existed with respect to the contract
rents set at contract execution or cost certification, as applicable) permits HUD to use comparability studies to
decrease contract rents to eliminate material differences between rents charged for assisted and comparable
unassisted units that are greater than the initial difference. In addition, the Court of Appeals affirmed the decision of
the Court of Claims that HAP Contracts permit HUD to reduce rents below a previous year’s rent levels through the
use of comparability studies, and that the “initial difference” referred to in the HAP Contract is determined by the
initial dollar amount and not by a percentage of the initial rents. Based on guidance in HUD’s Section 8 Renewal
Policy Guidebook, issued in 2000, as amended, HAP Contracts that are renewed under MAHRA may have their
contract rents reduced to “market rents.” This Guidebook also provides the opportunity for debt restructuring by
HUD’s Office of Affordable Housing Preservation in conjunction with the reduction in contract rents if a property is
eligible.

At this time, the Agency is unable to predict what additional actions, if any, HUD or Congress will take in
the future with respect to rent adjustments. Future policy changes for rent adjustments may be impacted by federal
budget constraints. Beginning in federal fiscal year 2012, HUD implemented three primary cost cutting measures
that affect all New Regulation (i.e., post-1979) HAP Contracts. These cost cutting measures, which have been
continued for federal fiscal year 2015, include using residual receipts in lieu of rent increases, using residual receipts
in lieu of subsidy payments, using the lesser of budget-based or Operating Cost Adjustment Factor (“OCAF”) rent
adjustments, offering automatic OCAF rent adjustments that are limited to market rents including option 4 multi-
year annual renewals, and short funding HAP Contracts. Old Regulation HAP Contracts that have not initially
renewed under MAHRA have not been affected by the cost cutting measure of using residual receipts in lieu of
subsidy payments. As noted above under “Adjustments in Contract Rents,” Congress has passed legislation and
HUD has implemented procedures to restrict Annual Adjustment Factor rent increases above fair market rents for
the 1997 and subsequent federal fiscal years for contracts that are in their original 20-, 30- or 40-year term. Upon
initial renewal of the HAP Contract, the Development generally is not eligible for Annual Adjustment Factor rent
adjustments under MAHRA, but is eligible for budget based, Operating Cost Adjustment Factor, mark-up-to-market,
and mark-to-market (mark down to market) rent adjustments. HUD’s Section 8 Renewal Policy Guide Book, as
amended, and its Handbook 4350.1, Chapter 7 do not allow for the use of initial differences, Financing Adjustments,
or Financing Adjustment Factors when determining these rent adjustments; they are excluded from rent adjustment
calculations. Also, HUD has proposed additional changes to the Section 8 HAP Contracts that include provisions
around combining HAP Contracts and risk-based monitoring. Currently, guidance for combining HAP Contracts
has been issued through a HUD memorandum. The Agency has not seen this tool leveraged by owners; however,
the potential does exist. This measure would reduce the number of on-site inspections and the number of financial
statements that owners must submit, as well as allow properties to share income and operating expenses. The 2014
cost cutting measures remain in effect. Actions by HUD that limit options for contract renewals and restrict the
definition of market rents in many cases result in a decrease in contract rents, which could negatively impact the
ability of owners to pay principal and interest on the Mortgage Loans, which in turn could adversely affect the
ability of the Agency to make timely payments of interest and principal on the Bonds from the amounts pledged
under the Bond Resolution.

Project-Based Vouchers

Recently, the Agency has been working with local housing and redevelopment authorities and public
housing authorities to provide for project-based Section 8 Housing Choice Vouchers for a portion of the units in a
Development financed under the LMIR Program. Under this program, approximately 20 percent of the units in a
Development receive year-to-year project-based Housing Choice Vouchers with the rents set at the Section 8
Existing Housing Fair Market Rent (“FMR”) or payment standard. The Agency has found that the HUD-published
FMR or payment standard is typically less than the market rent that could be charged without the subsidy; therefore,
staff considers there to be minimal risk in the event of nonrenewal of the year-to-year ACC.

Section 8 Contract Administration

In 2000, the Agency was awarded an Annual Contributions Contract (“ACC”) with HUD as a
Performance-Based Contract Administrator (“PBCA”) for the contract administration of a portion of HUD’s project-
based Section 8 portfolio. Under the ACC, HUD partners with qualified entities for the administration of Section 8
HAP Contracts made directly between HUD and owners of the affected developments. In 2011, HUD held a
national competitive rebid to qualified entities for the work performed under the ACC. The Agency was one of 11
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states that had only one bid and were awarded a contract uncontested. As a result, the Agency was awarded a new
two-year PBCA contract for the State of Minnesota, which was originally set to expire on September 30, 2013. The
Agency has been granted extensions of its ACC since September 30, 2013. The most recent extension is in effect
through January 31, 2021. The 2011 national rebid process resulted in a number of bid protests. As a result of those
protests and the resultant litigation, the U.S. Court of Appeals for the Federal Circuit ruled that the PBCA ACCs
should be awarded through the federal procurement process rather than the Notice of Funding Availability and
cooperative agreements that HUD used in making its 2011 contract awards. The Supreme Court declined to review
the ruling.

HUD issued two draft Request for Funding Proposals (“RFPs™) that encapsulated the work conducted
under the PBCA program in late 2017. The draft RFPs contemplated significant program changes, including
dividing the work between a national contract and multiple regional contractors. In March of 2018, HUD cancelled
the RFPs in light of the extensive comments that were submitted regarding the drafts. The cancellation notices
indicate that HUD plans to undertake additional due diligence and expects to issue new RFPs at some point in the
future. It is unclear when HUD may issue any more RFPs related to the work conducted under the PBCA program.
Depending on the form and content of any RFPs, there may be bid protests and litigation with respect to the RFPs
and any new awards of the PBCA contracts that result from the RFPs. The Agency intends to seek to retain the
PBCA work in the State of Minnesota. There is, however, significant uncertainty in this area as it is unknown when
HUD will release any subsequent RFPs, what the terms of those RFPs will be, and what impact any bid protests or
litigation may have on the process. HUD reserved the right to terminate the ACC with 120 days’ notice if HUD
completes or anticipates completing the RFP solicitation process before the end of the extension term. Under the
terms of the most recent extension, HUD may also opt to extend the ACC two additional six-month terms, until
January 31, 2022.

Apartment Renovation Mortgage Program

The purpose of this Program is to maintain and improve the rental housing in Minnesota that is affordable
to low and moderate income households. Developments were financed under this Program from 1987 to 1991 using
taxable bond financing, all of which has since been redeemed. The Agency is not presently making any Mortgage
Loans pursuant to this Program.

Market Rate Mortgage Loan Program

In its Market Rate Mortgage Loan Program, which is administered by the Multifamily Division of the
Agency, the Agency issues Bonds under the Bond Resolution to provide permanent and construction loan financing
for the acquisition/rehabilitation or construction of multifamily housing Developments. The proceeds of the Bonds
are lent by the Agency to nonprofit or limited profit sponsors that agree to construct the Developments and lease the
dwelling units therein principally to persons and families of low and moderate income. The Agency is not presently
making any new Mortgage Loans pursuant to this Program.

Monitoring of Developments

In an attempt to minimize the risk inherent in long-term Mortgage Loans, the Agency has established the
following guidelines for the monitoring of Developments:

e The Agency’s Accounting Division is responsible for monthly billing of principal and interest and
escrows, and for paying insurance, property taxes and other expenses in a timely manner.

e The Agency’s Multifamily Asset Management Section is responsible for the supervision of all
Developments, beginning with the feasibility processing. Prior to loan closing the Asset
Management Section works with the sponsors and their marketing and management agents to
review marketing and management plans. The management plan of a Development includes
information on the management agent’s proposed method of operating the Development. That
information relates to the organizational structure and on-site duties and staffing of the
management agent, initial and on-going marketing plans, contents of an orientation handbook for
residents and requirements for reporting operating expenses, budget and energy conservation
information. Upon completion of construction or rehabilitation, the Asset Management Section
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begins to monitor the implementation of the management plan, rent up and ongoing occupancy
and reviews periodic submissions of income and expense data.

The Asset Management Section generally monitors the operations of Developments on an ongoing basis in
generally the following ways:

e On-Site Inspections. After initial marketing has been completed, on-site inspections are
periodically made to check on management performance. Reports summarizing findings of
inspections are submitted to the owner and management agent along with a timetable for
correcting deficiencies, if necessary.

e Reporting Requirements. Management agents for each Development are required to submit regular
accounting and occupancy reports to the Agency’s Asset Management Section. Smaller, non-
subsidized Developments have proven to be erratic in meeting the Agency’s reporting
requirements. The reports are reviewed by the Housing Management Officer assigned to each
Development in order to identify significant deviations from the operating budget or change in
occupancy.

The Agency generally receives the following financial information related to each Development:

0] Monthly Operating Report—due the 15th day of the following month;

(i) Analysis of Accounts Payable and Receivable—due the 15th day of the month following
the end of each quarter;

(iii) Analysis of Reserve Accounts—prepared monthly by Asset Management staff;

(iv) Annual Budget—due 60 days prior to the beginning of the fiscal year to which the budget
relates; and

(v) Annual Audited Financial Statements—due not more than 90 days (60 days for HUD
Risk Share) following the end of each fiscal year.

For seasoned, well-maintained, financially sound Developments, the Agency may only require
annual operating reports in the future.

e Training Sessions. The Agency provides technical assistance when needed for new management
agents and the on-site resident manager to acquaint them with Agency and HUD procedures and
requirements. Technical assistance is provided, as needed, throughout the life of the Mortgage
Loan.

Applicable Federal Law Requirements

Applicable federal tax law imposes significant limitations on the financing of Mortgage Loans for
Developments with the proceeds of qualified residential rental property bonds, such as the Series Bonds. (See “Tax
Exemption and Related Considerations.”)

OTHER PROGRAMS

In addition to the Program funded from the proceeds of the Bonds, the Agency finances other housing
programs that provide loans for the purchase or improvement of single family housing and the acquisition,
construction or rehabilitation of multifamily rental housing in the State of Minnesota. The assets devoted to these
programs are briefly described in the notes to the Financial Statements in Appendix B.
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TAX EXEMPTION AND RELATED CONSIDERATIONS
General

The applicable federal tax law establishes certain requirements that must be met subsequent to the issuance
and delivery of the Series Bonds in order that interest on the Series Bonds be and remain excludable from gross
income under Section 103 of the Internal Revenue Code of 1986, as amended (the “Code”). These requirements are
generally described below. Noncompliance with these requirements may cause interest on the Series Bonds to
become includable in gross income for purposes of federal and State of Minnesota income taxation retroactive to
their date of original issue, irrespective in some cases of the date on which that noncompliance is ascertained or
occurs.

The Bond and Series Resolutions, and loan documentation pertaining to the Development financed by the
Series Bonds, contain provisions (the “Tax Covenants™), including covenants of the Agency and the owner, pursuant
to which, in the opinion of Bond Counsel, the current requirements of the Code can be satisfied.

Opinion of Bond Counsel

In the opinion of Kutak Rock LLP, Bond Counsel, to be delivered, with respect to the Series Bonds, on the
date of issuance of the Series Bonds, assuming the accuracy of certain representations and continuing compliance by
the Agency with the Tax Covenants, under existing laws, regulations, rulings and judicial decisions, interest payable
on the Series Bonds is excluded from gross income for Federal income tax purposes pursuant to Section 103 of the
Code, except that no opinion is expressed as to the exclusion of interest on any Series Bond for any period during
which the Series Bond is held by a person who is a “substantial user” of the facilities financed with the proceeds of
the Series Bonds or a “related person” within the meaning of Section 147(a) of the Code. Bond Counsel is further of
the opinion that interest on the Series Bonds is not a specific preference item for purposes of the federal alternative
minimum tax under the Code.

In addition, in the opinion of Bond Counsel, interest on the Series Bonds is not includable in the taxable net
income of individuals, trusts and estates for Minnesota income tax purposes. Interest on the Series Bonds is
includable in the income of corporations and financial institutions for purposes of the Minnesota franchise tax.
Interest on the Series Bonds is not includable in the Minnesota alternative minimum taxable income of individuals,
estates and trusts.

Bond Counsel expresses no opinion regarding any other Federal or state tax consequences with respect to
the Series Bonds, and renders its opinion under existing statutes and court decisions as of the issue date, and
assumes no obligation to update its opinion after the issue date to reflect any future action, fact or circumstance, or
change in law or interpretation, or otherwise. Bond Counsel expresses no opinion on the effect of any action
hereafter taken or not taken in reliance upon an opinion of other counsel on the exclusion from gross income for
Federal income tax purposes of interest on the Series Bonds, or under state and local tax law.

A form of the Bond Counsel opinion with respect to the Series Bonds is attached hereto as Appendix G.

Prospective owners of the Series Bonds should be aware that the ownership of obligations such as the
Series Bonds may result in collateral Federal income tax consequences to various categories of persons, such as
corporations (including S Corporations and foreign corporations), financial institutions, property and casualty and
life insurance companies, individual recipients of Social Security or railroad retirement benefits, individuals
otherwise eligible for the earned income tax credit, and taxpayers deemed to have incurred or continued
indebtedness to purchase or carry obligations the interest on which is excluded from gross income for Federal
income tax purposes. The extent of these collateral tax consequences will depend upon the owner’s particular tax
status and other items of income or deduction, and Bond Counsel has expressed no opinion regarding any such
consequences. Purchasers of the Series Bonds should consult their tax advisors as to the tax consequences of
purchasing or owning the Series Bonds. Interest on the Series Bonds may be taken into account in determining the
tax liability of foreign corporations subject to the branch profits tax imposed by Section 884 of the Code.

The foregoing is a brief discussion of certain collateral Federal income tax matters with respect to the
Series Bonds. It does not purport to address all aspects of Federal taxation that may be relevant to a particular owner
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of a Series Bond. Prospective investors, particularly those who may be subject to special rules, are advised to consult
their own tax advisors regarding the Federal tax consequences of owning and disposing of the Series Bonds.

Certain Ongoing Federal Tax Requirements and Covenants

The Code establishes certain ongoing requirements that must be met subsequent to the issuance and
delivery of the Series Bonds in order that interest on the Series Bonds be and remain excluded from gross income
under Section 103 of the Code. These requirements include, but are not limited to, requirements relating to use and
expenditure of gross proceeds of the Series Bonds, yield and other restrictions on investments of gross proceeds, and
the arbitrage rebate requirement that certain excess earnings on gross proceeds be rebated to the Federal
Government. Noncompliance with those requirements may cause interest on the Series Bonds to become included in
gross income for Federal income tax purposes retroactive to their issue date, irrespective of the date on which that
noncompliance occurs or is discovered. The Agency will covenant that it will do and perform all acts necessary or
desirable to assure the exclusion of interest on the Series Bonds from gross income under Section 103 of the Code.
The Agency will deliver a certificate with respect to ongoing Federal tax requirements with the issuance of the
Series Bonds that will contain provisions relating to compliance with the requirements of the Code. The Agency also
has required or will require owners to make certain covenants in the Mortgage Loan documents relating to
compliance with the requirements of the Code. No assurance can be given, however, that in the event of a breach of
any covenant, the remedies available to the Agency or the owners of the Series Bonds can be enforced judicially in a
manner to assure compliance with the Code and therefore to prevent the loss of the exclusion from gross income of
the interest on the Series Bonds for Federal income tax purposes.

Low Income Set-Aside Requirements under the Code

Each series of bonds issued under the Bond Resolution with the intention that the interest paid thereon will
be excludable from gross income for Federal income tax purposes (“Tax-Exempt Bonds”), including the Series
Bonds, must satisfy the applicable requirements of the Code. In general, Tax-Exempt Bonds originally issued for
new money purposes after the general effective date of the Code of August 16, 1986, are fully subject to the
applicable requirements of the Code, including the more restrictive low income set-aside requirements under the
Code. The Series Bonds are fully subject to the low income set-aside requirements of the Code. This section
includes brief summaries of certain low income set-aside requirements and other requirements for qualified
residential rental projects under the Code.

The Code requires that at least 95 percent of the net proceeds of exempt facility bonds under Section
142(a)(7) (after reduction for amounts applied to fund a reasonably required reserve fund) be used to provide
“qualified residential rental projects.” The Code defines a residential rental project as a project containing units with
separate and complete facilities for living, sleeping, eating, cooking, and sanitation that are available to the general
public and are to be used on other than a transient basis. Section 142(d) of the Code requires that either (i) at least 20
percent of the completed units in a project to be financed with the proceeds of the Series Bonds be continuously
occupied during the “qualified project period” by individuals and families whose annual adjusted income does not
exceed 50 percent of the area median income (with adjustments for family size), or (ii) at least 40 percent of the
completed units in a project to be financed with the proceeds of the Series Bonds be continuously occupied during
the qualified project period by individuals and families whose annual adjusted income does not exceed 60 percent of
the area median income (with adjustments for family size). The Agency will make elections on the applicable low
income set-aside requirements with respect to the Development expected to be financed with the proceeds of the
Series Bonds prior to the issuance date of the Series Bonds. In addition, all of the units in the Development must be
rented or available for rental on a continuous basis throughout the applicable qualified project period. The Code
defines the “qualified project period” as the period beginning on the first day upon which 10 percent of the units in a
project are occupied and ending on the latest of (i) the date that is 15 years after the date upon which 50 percent of
the residential units in the project are occupied, (ii) the first day on which no tax-exempt private activity bond issued
with respect to the project is outstanding, or (iii) the date upon which any assistance provided with respect to the
project under Section 8 of the United States Housing Act of 1937, as amended, terminates. A Development
generally will meet the continuing low income set aside requirement so long as a tenant's income does not increase
to more than 140 percent of the applicable income limitation. Generally, upon an increase of a tenant's income over
140 percent of the applicable income limitation, the next available unit of comparable or smaller size in the
applicable Development must be rented to a tenant whose income does not exceed the applicable income limitation;
provided however, that if tax credits under Section 42 of the Code are allowed with respect to the applicable
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Development, the next available unit of a comparable or smaller size in the same building as the tenant whose
income has increased over 140 percent of the applicable income limitation must be rented to a tenant whose income
does not exceed the applicable income limitation. The Code requires annual certifications to be made to the

Secretary of the Treasury regarding compliance with the applicable income limitations.

Certain State Tax Legislation

Minnesota, like many other states, generally taxes interest on obligations of governmental issuers in other
states. In 1995, Minnesota enacted a statement of intent, codified at Minn. Stat. § 289A.50, subd. 10, that interest on
obligations of Minnesota governmental units and Indian tribes be included in the net income of individuals, estates
and trusts for Minnesota income tax purposes if a court determines that Minnesota’s exemption of that interest and
its taxation of interest on obligations of governmental issuers in other states unlawfully discriminates against
interstate commerce. This provision applies to taxable years that begin during or after the calendar year in which any
court decision becomes final, irrespective of the date upon which the obligations were issued.

On May 19, 2008 the U.S. Supreme Court held in Department of Revenue of Kentucky v. Davis that
Kentucky’s taxation of interest on bonds issued by other states and their political subdivisions, while exempting
from taxation interest on bonds issued by the Commonwealth of Kentucky or its political subdivision, does not
impermissibly discriminate against interstate commerce under the Commerce Clause of the U.S. Constitution. In a
footnote, however, the Court stated that it had not addressed whether differential treatment of “so-called ‘private-
activity,” ‘industrial-revenue,” or ‘conduit’ bonds . . . used to finance projects by private entities” violate the
Commerce Clause, adding that “we cannot tell with certainty what the consequences would be of holding that
Kentucky violates the Commerce Clause by exempting such bonds; we must assume that it could disrupt important
projects that the States have deemed to have public purposes. Accordingly, it is best to set this argument aside and
leave for another day any claim that differential treatment of interest on private-activity bonds should be evaluated
differently from the treatment of municipal bond interest generally.”

Since the Series Bonds are “private activity bonds” and the Supreme Court’s opinion left open the
possibility of a challenge to Minnesota’s differential treatment of the interest on private activity bonds issued in
other states, the Agency cannot predict the outcome of any challenge. If Minnesota’s treatment of the bonds were
held to unlawfully discriminate against interstate commerce, the court making such a finding would have to decide
upon a remedy for the tax years at issue in the case. Even if the remedy applied to those years preceding the decision
were to exempt other states’ bond interest rather than to tax Minnesota bond interest, application of the 1995 statute
to subsequent years could cause interest on the Series Bonds to become taxable by Minnesota and the market value
of the Series Bonds to decline.

Changes in Federal and State Tax Law

From time to time, there are legislative proposals in the Congress and in the states that, if enacted, could
alter or amend the federal and state tax matters referred to above, prevent owners of the Series Bonds from realizing
the full current benefit of the tax treatment of the Series Bonds or adversely affect the market value of the Series
Bonds. It cannot be predicted whether or in what form any proposal might be enacted or whether, if enacted, it
would apply to bonds issued prior to enactment. In addition, regulatory actions are from time to time announced or
proposed and litigation is threatened or commenced that, if implemented or concluded in a particular manner, could
adversely affect the market value of the Series Bonds. It cannot be predicted whether any regulatory action will be
implemented, how any particular litigation or judicial action will be resolved, or whether the Series Bonds or the
market value thereof would be impacted thereby. Purchasers of the Series Bonds should consult their tax advisors
regarding any pending or proposed legislation, regulatory initiatives or litigation. The opinions expressed by Bond
Counsel are based upon existing legislation and regulations as interpreted by relevant judicial and regulatory
authorities as of the date of issuance and delivery of the Series Bonds and Bond Counsel has expressed no opinion
as of any date subsequent thereto or with respect to any pending legislation, regulatory initiatives or litigation.

LITIGATION

There is not now pending or, to the best knowledge of the officers of the Agency, overtly threatened any
litigation against the Agency seeking to restrain or enjoin the sale, issuance, execution or delivery of the Series
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Bonds or in any manner questioning or affecting the validity of the Series Bonds or the proceedings or authority
pursuant to which they are to be issued and sold.

The Agency is a party to various litigation arising in the ordinary course of business. While the ultimate
effect of those actions cannot be predicted with certainty, the Agency expects that the outcome of these matters will
not result in a material adverse effect on the financial position or results of operations of the Agency.

LEGAL MATTERS

The validity of the Series Bonds and the tax exemption of interest thereon are subject to the legal opinion of
Kutak Rock LLP, Bond Counsel. A copy of the opinion of said firm, substantially in the form set forth in Appendix
G hereto, will be available at the time of delivery of the Series Bonds. Certain legal matters will be passed upon for
the Underwriter by its counsel, Dorsey & Whitney LLP.

FINANCIAL ADVISOR

CSG Advisors Incorporated (the “Financial Advisor”) is serving as financial advisor to the Agency with
respect to the planning, structuring and sale of the Series Bonds. The Financial Advisor does not underwrite or trade
bonds and will not engage in any underwriting activities with regard to the issuance and sale of the Series Bonds.
The Financial Advisor is not obligated to undertake, and has not undertaken to make, an independent verification, or
to assume responsibility for the accuracy, completeness or fairness, of the information contained in this Official
Statement and is not obligated to review or ensure compliance with continuing disclosure undertakings.

RATINGS

The Series Bonds are rated “__” by Moody’s Investors Service, Inc., and “__" by Standard & Poor’s Ratings
Services. The ratings reflect only the views of the applicable rating agency, and an explanation of the significance of
that rating may be obtained only from the rating agency and its published materials. The ratings described above are
not a recommendation to buy, sell or hold the Series Bonds. The Agency cannot give any assurance that any rating
will continue for any given period of time or that it will not be revised downward or withdrawn entirely if, in the
judgment of the rating agency, circumstances so warrant. Therefore, after the date of this Official Statement,
investors should not assume that the ratings are still in effect. A downward revision or withdrawal of either rating is
likely to have an adverse effect on the market price and marketability of the Series Bonds. The Agency has not
assumed any responsibility either to notify the owners of the Series Bonds of any proposed change in or withdrawal
of any rating subsequent to the date of this Official Statement, except in connection with the reporting of events as
provided in the Continuing Disclosure Undertaking (see Appendix D to this Official Statement), or to contest any
revision or withdrawal.

UNDERWRITING

RBC Capital Markets, LLC (the “Underwriter”) will purchase the Series Bonds. The Underwriter is to be
paid a fee of $ with respect to its purchase of the Series Bonds. The Underwriter may offer and sell
the Series Bonds to certain dealers and certain dealer banks at prices lower than the public offering prices stated on
the inside front cover hereof.

The Underwriter is a full service financial institution engaged in various activities, which may include
securities trading, commercial and investment banking, financial advisory, investment management, principal
investment, hedging, financing and brokerage activities. The Underwriter may have, from time to time, performed
and may in the future perform, various investment banking services for the Agency, for which it may have received
or will receive customary fees and expenses. In the ordinary course of its various business activities, the
Underwriter may make or hold a broad array of investments and actively trade debt and equity securities (or related
derivative securities) and financial instruments (which may include bank loans and/or credit default swaps) for its
own account and for the accounts of its customers and may at any time hold long and short positions in those
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securities and instruments. Those investment and securities activities may involve securities and instruments of the
Agency.

MISCELLANEOUS

This Official Statement is submitted in connection with the offering of the Series Bonds and may not be
reproduced or used, as a whole or in part, for any other purpose. Any statement made in this Official Statement
involving matters of opinion or estimates, whether or not expressly so stated, are set forth as such and not as
representations of fact. This Official Statement is not to be construed as a contract or agreement between the Agency
and the purchasers or holders of any of the Series Bonds.

The execution and delivery of this Official Statement have been duly authorized by the Agency.

MINNESOTA HOUSING FINANCE
AGENCY

By
, 2020. Commissioner
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APPENDIX A

DESCRIPTION OF OUTSTANDING MORTGAGE LOANS AND DEVELOPMENTS
PREVIOUSLY FINANCED BY RENTAL HOUSING BONDS, AND MORTGAGE LOANS AND
DEVELOPMENTS PLEDGED AS ADDITIONAL SECURITY
UNDER THE RENTAL HOUSING BOND RESOLUTION,

INCLUDING THOSE INTENDED TO BE FINANCED
WITH PROCEEDS OF THE SERIES BONDS
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m MINNESOTA
HOUSING
Item: 2020 Legislative Session

Staff Contact(s):
Ryan Baumtrog, 651.296.8920, ryan.baumtrog@state.mn.us

Request Type:

1 Approval No Action Needed
1 Motion Discussion
[] Resolution [ Information

Summary of Request:
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Board Agenda Item: 8.A
Date: 6/25/2020

The 2020 Special Legislative Session started on Friday, June 12. Staff will provide an update of legislative

actions at the Board meeting.

Fiscal Impact:

Results of the Special Legislative Session will be shared at the meeting, if applicable.

Meeting Agency Priorities:

Improve the Housing System

Preserve and Create Housing Opportunities
Make Homeownership More Accessible
Support People Needing Services
Strengthen Communities

XXX KX


mailto:ryan.baumtrog@state.mn.us
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m M | N N E S O TA Board Agenda Item: 8.B
HOUSING Date: 6/25/2020

Item: Minnesota Housing Administrative Budget, State Fiscal Year 2021
Staff Contact(s):

Rachel Robinson, 651.297.3125, rachel.robinson@state.mn.us
Kevin Carpenter, 651.297.4009, kevin.carpenter@state.mn.us

Request Type:

1 Approval No Action Needed
] Motion Discussion
1 Resolution [ Information

Summary of Request:
The Agency’s administrative budget is presented to the Board annually. Presentation of the
administrative budget is informational and no action by the Board is required.

Fiscal Impact:
The Agency’s administrative budget represents the projected expenditures necessary to support the
level of program and other activities which the Agency anticipates utilizing in fiscal year 2021.

Meeting Agency Priorities:

Address Specific and Critical Local Housing Needs

Finance Housing Responsive to Minnesota’s Changing Demographics
Preserve Housing with Federal Project-Based Rent Assistance
Prevent and End Homelessness

Reduce Minnesota’s Racial and Ethnicity Homeownership Disparity

XX KXKKXKX

Attachment(s):
e Background
e Administrative Budget FY 2021
e Administrative Budget History
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Agenda ltem: 8.A
Background

Background

The Agency administrative budget for fiscal year 2021 (July 1, 2020 — June 30, 2021) is $41.5 million.

This budget covers all Agency administrative and operational expenses. The 2021 budget is 2.5% greater
than the 2020 administrative budget, and approximately 10% greater than forecasted actual
expenditures for 2020.

Actual expenditures for 2020 are forecast to be approximately $2.3 million (6%) under the 2020 budget,
due in part to reduced spending with outside vendors (technology and others). In addition, as is typical,
the employee turnover rates contributed to slightly less salary and personnel expense than was
provided for in the budget.

The FTE count included in the 2021 administrative budget is 268, up by 2 positions from the year-end
approved headcount for the Agency.
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m M I N N E S O TA Board Agenda Item: 9.A
HOUSING Date: 6/25/2020

Item: Post-Sale Report, Homeownership Finance Bonds (HFB) 2020 Series BC

Staff Contact(s):
Kevin Carpenter, 651.297.4009, kevin.carpenter@state.mn.us

Request Type:

] Approval No Action Needed
1 Motion [ Discussion
[] Resolution Information

Summary of Request:

The Agency sold $55,979,046 of Homeownership Finance Bonds on May 13, 2020 with a closing on May
27, 2020. In accordance with the Debt and Balance Sheet Management Policy the attached detailed
post-sale report is provided by the Agency’s financial advisor, CSG Advisors.

Fiscal Impact:
None.

Meeting Agency Priorities:
Improve the Housing System
Preserve and Create Housing Opportunities
] Make Homeownership More Accessible
] Support People Needing Services
[ Strengthen Communities

Attachment(s):
e Post-Sale Report
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CSG |adVISOrs

Via Email Delivery

MEMORANDUM

Date: May 18, 2020

To: Minnesota Housing Finance Agency

From: Gene Slater, Tim Rittenhouse, David Jones, Eric Olson
Re: Post-Sale Report

$55,979,046 Homeownership Finance Bonds (HFB)
2020 Series B (Tax-Exempt) and Series C (Taxable)

BOND CRITERIA

The 2020 Series B/C Homeownership Finance Bonds financed single-family new production with
$18,000,062 tax-exempt Series B and $37,978,984 Series C taxable pass-through bonds.

The key criteria for issuing the debt were:

1.  Avoid major interest rate risk by continuing to hedge pipeline production until loans are either
sold or permanently financed by bond issues.

2. Maintain high ratings on all Minnesota Housing single-family bonds, with this issue rated Aaa.

3.  Enable Minnesota Housing to continue ongoing contributions to key state housing needs
by strengthening its long-term sustainability.

4.  Use bond volume cap as efficiently and sparingly as possible, to continue both its single-family
and multi-family programs.

KEY RESULTS FOR MINNESOTA HOUSING

Key Measurable Objectives. Minnesota Housing’s objectives for each issue reflect its overall goal:
Maintain a long-term sustainable program that continues to finance production on the balance sheet so
long as this is the best execution. Minnesota Housing therefore seeks to:

1. Obtain a present value return for Minnesota Housing at least similar to selling the same MBS in the
secondary market, assuming a reasonable prepayment speed.

2. Obtain, if possible, the 1.125% spread on the overall issue that the IRS would allow if the issue were
all tax-exempt.

CSG ‘ A0VISOIS  san FRANCISCO | 1 POST STREET SUITE 575 SAN FRANCISCO, CA 94104 T 415 956 2454 F 415 956 2875
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3. Balance the amount of (a) new volume cap needed in financing such production and (b) the
amount of zero participations required, so that the Agency can continue its program in
future years.

4. Where possible, use opportunities to balance the impact of hedge gains and losses across
transactions on Agency current year income.

Accomplishments. The results were extraordinarily successful in meeting Minnesota Housing’s
objectives:

e lLeveraging Limited Volume Cap. The issue was structured so that Minnesota Housing could
finance $55.979 million of new mortgages on-balance-sheet with only $0.001 million of new
money volume cap. Recycled volume cap was used for almost all of Series B and taxable
debt for Series C.

e Spread and Zero Participations. The issue used $4.5 million of zero participations in helping
obtain an overall spread of 1.31% (or .98% after taking into account the hedge loss).

e Attractive Bond Yield. The average bond yield was 2.42%, very similar to the results in
March, just before the COIVID-19 national emergency (which was 2.365% on an all-taxable
issue).

e Economic Return to Minnesota Housing. The relative benefits to Minnesota Housing from
issuing the bonds depend on how long the mortgages remain outstanding. The break-even
prepayment speed' compared to selling the loans was 118% PSA.

e The net present value to Minnesota Housing (after net service release premiums and hedge
losses) is projected to be approximately $532,000 at 150% PSA prepayment speed.

e Hedging. The loan production pipeline remained fully hedged until bonds were sold.
Minnesota Housing incurred a loss of $1.517 million when it terminated the hedges.

e Sizing and Investor Demand. The issue was sized based on the available pipeline.

Implications. Key implications include:

e Pass-Through Approach. Minnesota Housing continues to be the national leader in issuing
single-family pass-through bonds to help finance production on-balance-sheet. The net
financial benefit from pass-through bonds compared to traditionally structured bonds varies
from issue to issue. Given varying levels of demand for such bonds, the Agency has been
timing and sizing the mix of tax-exempt and taxable pass-through series based on the
demand from investors.

! The break-even speed measures how fast mortgages can prepay while still assuring Minnesota
Housing at least the same present value as an MBS sale.
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Balance Sheet Management. Minnesota Housing continues to be able to finance tax-
exempt eligible production as the best execution return to the Agency.

Volume Cap. Minnesota Housing'’s single-family production together with demand for multi-
family issuance in the State remains so great that private activity volume cap is a major
constraint on tax-exempt issuance. To help address this, the Agency was able to issue the
bonds using recycled volume cap and taxable debt.

TIMING AND STRUCTURE

Timing. The issue was priced on Wednesday, May 13, for closing on Wednesday, May 27",

Major Design Decisions. Key decisions by Minnesota Housing were to:

Continue to include a 10-year par call at Minnesota Housing’s option, so that the Agency can
potentially take advantage of interest rates in the future to either refund the bonds or sell
the MBS and pay off the bonds.

Include GNMA, FNMA and FHLMC MBS in the issue, with no percentage limit on any
category. This provides Minnesota Housing the ability to adjust to the actual mix of loans in
its pipeline.

Rating. Bonds under the HFB indenture are rated Aaa by Moody’s.

BOND SALE RESULTS. Key highlights are:

Investor Interest. Given the varying demand for tax-exempt and taxable series of pass-
through bonds, the bonds were pre-marketed to multiple investors, and the final sizing of
the series, adjusted to reflect investor demand. The taxable series was oversubscribed by
4.8 times and was increased in size, while the tax-exempt series was reduced from $28
million to $18 million due to light investor demand.

Treasuries. The 10-year Treasury has been the key barometer of perceived risk in both the
national and global economy, and reaction to the COVID-19 pandemic. Starting in late
February, coronavirus news led to an extraordinary and rapid flight to quality. The 10-year
dropped from 1.52% on February 20" to 1.02% on March 3" and then with dramatic plunge
in oil prices, plunged far below the 1.0% threshold, to 0.54% on March 9" when Series A was
priced.

Since then, Treasuries briefly rose as high as 1.18% on March 18, but with Federal Reserve
action and economic lock-downs across the country dropped back to +/- 60 basis points. The
yield was 0.64% on the date of sale of Series B/C.
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Such yields on Treasuries reflected an extraordinary level of global economic uncertainty. In
this environment, spreads widened for other securities. Those buying and selling taxable
and tax-exempt bonds and corporate debt have done so based on a level of absolute rates,
rather than nominal spreads to Treasuries.

3. Municipals. The municipal market index has dramatically underperformed Treasuries during
the pandemic. While there has been a global flight to quality to Treasuries and mortgage-
backed securities (boosted by the Federal Reserve’s own purchases of each), municipal bond
investors have generally pulled back from the market and required higher spreads than prior
to the crisis. Municipal yields are slightly higher than they were when Series A was priced,
and the ratios to Treasuries are at record levels.

Issue Date 10-Year 10-Year MMD/Treasury

Treasury MMD Ratio
2018 HFB G/H 10/17/18 3.19% 2.72% 85.3%
2018 RHFB EFGH 11/14/18| 3.12% 2.70% 86.5%
2018 HFB 1) 12/13/18 2.91% 2.40% 82.5%
2019 HFB AB 2/7/19 2.65% 2.14% 80.8%
2019 RHFB ABCD 3/7/19 2.64% 2.08% 78.8%
2019 HFB CD 5/14/19 2.42% 1.73% 71.5%
2019 HFB E 6/13/19 2.10% 1.66% 79.0%
2019 HFB F 7/16/19 2.13% 1.58% 74.2%
2019 RHFB EFGH 8/20/19 1.55% 1.23% 79.4%
2019 HFB G 11/13/19 1.88% 1.58% 84.0%
2019 HFB H 12/11/19 1.79% 1.42% 79.3%
2020 RHFB ABC 1/23/20 1.74% 1.25% 71.8%
2020 HFB A 3/9/20 0.54% 0.78% 144.4%
2020 HFB BC 5/13/20 0.64% 1.09% 170.3%
Change from +10 bp +31 bp +25.9%
2020 HFB A

4. Comparison to GNMA Yields. Investors compare yields on pass-through issues to current-
coupon GNMAs, although pass-through bonds provide much less liquidity in the global
markets. GNMA vyields dropped by 23 basis points since the last taxable pass-through,
2020A, while Minnesota Housing’s taxable bond yield rose by 8.5 basis points. The spread to
GNMA's was 61 basis points, compared to 29.5 basis points on its last taxable pass-through
issue.
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Recent Minnesota Taxable Pass-Through Transactions

20198B 2019D 2019 E 2019 F 2019 G 2020 A 2020 C
Feb. 19 May 19 | June 19 July 19 Nov. 19 Mar. 20 May 13
Minn. Housing bond yield
3.80% 3.55% 3.25% 3.23% 3.02% 2.365% 2.45%
Taxable
Yield on GNMA, 3.0
current coupon, at dealer 3.15% 2.92% 2.71% 2.70% 2.58% 2.07% 1.84%
prepay speed
Minn. Housing v. GNMA
Taxable +65 bp +63 bp +54 bp +53 bp +44 bp | +29.5 bp +61 bp

5. Comparable Pass-Through Transactions: Aside from Minnesota Housing, other issuers of
pass-throughs include Colorado and Virginia. There have been taxable pass-through issues
recently from other HFAs. While spreads to Treasury and GNMA indices have shifted
dramatically during the pandemic, yields needed to attract pass-through buyers have
remained relatively stable.

State HFA Taxable New Money Pass-Through Transactions

Colo. VA Minn. Colo. VA Minn. Colo. Colo. Minn.
2019 2019A | 2019G 2019CC | 2020A | 2020A 2020 2020 2020 C
BB-2 AA BB
Size (mill.) $25.0 $108.5 $90.3 $65.0 $120.8 $44.0 $55.0 $45.4 $38.0
Rating Aaa Aaa Aaa Aaa Aaa Aaa Aaa Aaa Aaa
Pricing Date 8/13 10/21 11/13 11/20 1/17 3/9 3/11 4/14 5/13
Price Par Par Par Par Par 101 Par Par Par
Ave. Life at
150% PSA 8.9 8.8 8.7 8.9 8.6 8.7 8.8 8.8 8.6
(years)
Yield 2.85% 2.95% 3.02% 2.907% 2.85% | 2.365% 2.35% 2.60% 2.45%
Spread to 10yr
+117 +115 +114 +115 +101 +183 +153 +184 +181
US Treas. (bp)
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Spread to 3%
GNMA (at
+39 +45 +44 +46 +37 +30 +0 +122 +61
Dealer Prepay
Speed) (bp)
Underwriter RBC Wells RBC RBC BofA RBC RBC RBC RBC
State HFA Tax-Exempt Pass-Through Transactions
Colo. Minn. Minn. Minn. Minn. Minn.
2018 20181 2019 A 2019 2019 2020 B
BB-1 C H*
Size (mill.) $46.7 $23.0 $35.6 $13.7 $48.3 $18.0
Rating Aaa Aaa Aaa Aaa Aaa Aaa
Pricing Date 10/18/18 12/13/18 2/7/19 5/14/19| 12/11/19| 5/13/20
Price 102.935 Par Par Par Par Par
Ave. Life at 150% PSA
8.4 8.9 8.9 8.9 6.7 8.6
(years)
Yield 3.80%** 3.60% 3.45% 3.15% 2.47% 2.35%
Spread to 10yr US Treas. (bp) +64 +69 +80 +73 +184 +171
Spread to 10 yr MMD (bp) +107 +120 +131 +142 +105 +126
Spread to 3% GNMA (at Dealer
+9 +18 +30 +23 +4 +51
Prepay Speed)
Underwriter RBC RBC RBC RBC RBC RBC

* 89% refunding and 11% new money

** at 125% PSA

Underwriters. RBC was the senior manager; regular co-managers were J.P. Morgan, Piper

Sandler and Wells Fargo. Monthly pass-through bonds are sold only to institutional investors, so

there was no selling group.

Underwriter Fees. Management fees were appropriate, consistent with industry standards, in

the same range as fees for other housing issues of similar size and structure.
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ISSUE DETAILS

Economic Calendar. Almost all economic news since mid-March has been driven by the COIVID-
19 pandemic, including over 20 million added to unemployment rolls in April. In the days leading
up to the sale, the ISM Manufacturing index CPI dropped from 52.5% in March to 41.8% in April;
consumer credit dropped by almost $32 billion; and the consumer price dropped by 0.8%.

MBS Yields. MBS yields are very relevant because investors can choose between purchasing
MBS directly or buying Minnesota Housing’s bonds backed by MBS. As described above, bond
purchasers look as much to the spread between Minnesota Housing’s pass-through bonds and
MBS as they do to the spread between Minnesota Housing bonds and Treasuries or MMD.

) Feb 7, May 14,| Jun 13, | July 16, Nov 13, Dec.11,| Mar.9, | May 13
Type Delivery | Coupon | Measure
2019 2019 2019 2019 2019 2019 2020 2020
Price 99.08 100.45 101.48 101.52 102.08 102.72 103.58 105.36
Yield* 3.15% 2.92% 2.71% 2.70% 2.58% 2.43% 2.07% 1.84%
GNMA Current 3.0
Dealer
Forecast 147% 173% 195% 205% 210% 224% 303% 306%
% PSA
Price 100.30 | 101.27 | 102.11 102.11 102.36 | 102.69 | 104.14 | 105.48
Yield* 3.45% 3.24% 3.00% 2.85% 2.78% 2.61% 1.31% 0.80%
ENMA Current 3.5
Dealer
Forecast 133% 224% 284% 383% 407% 443% 735% 774%
% PSA
10yr US n/a n/a Yield 2.65% | 2.42% | 2.10% 2.13% 1.88% | 1.79% | 0.54% | 0.64%
Treas.
1o0yr n/a n/a Yield 2.14% 1.73% 1.66% 1.58% 1.58% 1.42% 0.78% 1.09%
MMD
GNMA to
10-Year n/a n/a Yield* 118.9% | 120.7% | 129.0% 126.8% 137.2% | 135.8% | 383.3% | 287.5%
Treasury
GNMA to
10-Year n/a n/a Yield* 147.2% | 168.8% | 163.3% 170.9% 163.3% | 171.1% | 265.4% | 168.8%
MMD
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Tax-
Minnesota | &Xempt/ | /. Yield 3.60% | 3.45% | 3.15% n.a. n.a. 2.47% n.a. 2.35%
Housing Taxabl
axable 4.00% | 3.80% | 3.55% | 3.25% | 3.02% na. | 2.365% | 2.45%

* Yield at dealer forecast prepayment speed
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m M I N N E S O TA Board Agenda Item: 9.B
HOUSING Date: 6/25/2020

Item: Post-Sale Report, Residential Housing Finance Bonds (RHFB) 2020 Series DE

Staff Contact(s):
Kevin Carpenter, 651.297.4009, kevin.carpenter@state.mn.us

Request Type:

1 Approval No Action Needed
] Motion [] Discussion
1 Resolution Information

Summary of Request:

The Agency sold $150,000,000 of Residential Housing Finance Bonds on June 9, 2020 with a closing
anticipated on June 24, 2020. In accordance with the Debt and Balance Sheet Management Policy the
attached detailed post-sale report is provided by the Agency’s financial advisor, CSG Advisors.

Fiscal Impact:
None.

Meeting Agency Priorities:
Improve the Housing System
Preserve and Create Housing Opportunities
] Make Homeownership More Accessible
] Support People Needing Services
[J Strengthen Communities

Attachment(s):
e Post-Sale Report
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CSG |adVISOrs

$150,000,000
Minnesota Housing Finance Agency
Residential Housing Finance Bonds
2020 Series DE

POST-SALE ANALYSIS

KEY RESULTS FOR MINNESOTA HOUSING

Purpose. 2020 Series DE accomplished the following major objectives:

1. Enabled Minnesota Housing to profitably finance tax-exempt eligible production on the balance
sheet and earn net annual income over future years.

2. Leveraged a limited amount of new private activity bond volume cap, $51.4 million, approximately

3 to 1 times.

3. Achieved full spread, financed new loans without using any of Minnesota Housing’s existing zero
participations and created additional zero participations for future bond issues.

Key Measurable Objectives and Accomplishments. The results of the issue were very successful:

Objective

Result

Finance new production on balance sheet

$150 million of new loans in MBS securities

Leverage private activity bond volume cap

Used $51.4 million of new money PAB (together with $98.6
million of recycled bond authority).

Provide at least a similar return to the Agency as
selling new loans on the secondary market

Higher return from including loans in the new issue than
from selling them (based on average prepayment speeds the
Agency has recently experienced on similar loans).

Strengthen the RHFB indenture going forward

Increases expected net present value to the Agency.

Achieve full spread on the overall transaction

Agency earned full spread.

Preserve and carry forward existing zero
participations

Carried forward zero participations to benefit future single-
family bond issues and borrowers.

Minimize use of and/or create zero participations

The issue created $7 million of zero participations,
providing approx. $97 million of zero participations for
future issues.

Achieve cost-effective bond yield

The overall bond yield was 2.23%.

Create future support for Pool 3.

Increases indenture’s expected net present value by approx.
$5.5 million at 150% PSA prepayment speed.

CSG ‘ ACOVISOI'S SAN FRANCISCO | 1 POST STREET SUITE 575 SAN FRANCISCO, CA 94104 T 415 956 2454 F 415 956 2875
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TIMING AND STRUCTURE

Timing. The bonds were priced on Tuesday, June 9". The bonds are scheduled to close on June 24"
Sizing. The issue was sized to fund the current pipeline.

Major Design Decisions. Key decisions by Minnesota Housing were to:

* Preserve and extend existing zero participations — a key resource that issuers are allowed under
the IRS tax code —to help the agency and borrowers on future bond issues. This resource can only
be extended in conjunction with a large enough amount of new tax-exempt debt.

*  Structure the $19.3 million of AMT bonds (Series D) as shorter serial bonds through 2027, to
incur the least additional cost from AMT debt on overall bond yield.

*  Utilize $130.7 million of non-AMT bonds (Series E) throughout the maturity schedule, including
serials through 2032, term bonds in 2035, 2040, 2044 and a tax-exempt PAC bond in 2050 for
30% of the entire issue.

Rating. Bonds under the RHFB indenture are rated Aal by Moody’s and AA+ by S & P.

BOND SALE RESULTS

The sale took place near historic lows in the bond market, with some investors particularly for PAC bonds
becoming concerned about the low absolute level of interest rates.

1. Retail Interest. This issue had excellent retail demand. On the $64.2 million of bonds made available
to retail investors, there were $74.9 million of retail orders, including $58.5 million from Minnesota
investors. This was an excellent performance.

2. [Institutional Interest. More than $786 million of institutional orders were received, an extraordinary
performance.

3. Overall Pricing. Almost all the AMT maturities in Series D were heavily oversubscribed and repriced
lower by 5 basis points. Many of the non-AMT serial bonds were also oversubscribed and repriced
lower by approximately 5 basis points. The non-AMT term bonds were all heavily over-subscribed
and lowered by 5 basis points, and in the case of the 2044 maturity, 10 basis points. The PAC bond
was oversubscribed by almost 8 times and its yield was reduced by 8 basis points (in addition to a
reduction of 2 basis points before the order period) .

4. Comparable Transactions.

Series D: AMT. The only recent comparable AMT transaction was Washington State, approximately a
month before. Minnesota’s spreads were approximately 5, and on some maturities 10, basis points
tighter to MMD than Washington.

Series E: Non-AMT. There were many recent Non-AMT issues, including AAA-rated West Virginia
as well as Michigan Aa2/AA+ and Maine (identical to Minnesota at Aal/AA+), all priced the prior
week. The bonds had similar spreads as West Virginia, and tighter than Michigan and Maine. The
PAC bond priced an extraordinary 11 basis points tighter than the only other PAC bond, from
Michigan. The spread was the lowest by any HFA since the beginning of the pandemic.
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UNDERWRITING

Underwriters. RBC was the senior manager, with J.P. Morgan, Piper Sandler and Wells Fargo as co-
managers.

Retail Sales. As indicated above, this RHFB issue received excellent retail demand.

Minnesota Minnesota

Member Role Retail Retail

Orders Allotments
RBC Senior Manager 34,720,000 19,940,000
J.P. Morgan Co-Manager 560,000 560,000
Piper Sandler Co-Manager 11,500,000 2,655,000
Wells Fargo Co-Manager 8,745,000 3,030,000
Subtotal co-managers 20,745,000 6,245,000
Robert W. Baird Selling Group 25,000 25,000
Morgan Stanley Selling Group 1,475,000 895,000
UBS Selling Group 1,550,000 1,250,000
Subtotal selling group 3,050,000 2,170,000
Total 58,515,000 28,355,000

In addition to RBC, Piper Sandler brought in $11.5 million of Minnesota retail orders and Wells Fargo
brought in $8.7 million of such orders.

There were also $16.4 million of national retail orders, especially from RBC, Wells Fargo, J.P. Morgan,
UBS and Morgan Stanley, that received a total of $2.8 million of allotments.

Underwriter Fees. Management fees were appropriate, consistent with industry standards, and in the
same range as fees reported for other housing issues of similar size and structure.

2k 3k sk s sk sk s sk sk s sk sk s sk sk s sk sk s sk sk sk sk s sk sk s sk sk s sk sk s sk sk s sk sk s sk sk s sk sk sk sk sk s sk sk s sk sk s ok sk s sk sk s sk sk s sk sk sk ok sk sk skeoskok skeskok ok

ISSUE DETAILS
Key Dates: Pricing: Tuesday, June 9, 2020
Closing Date: Wednesday, June 24, 2020

Economic Calendar. Almost all economic news since mid-March has been driven by the COIVID-19
pandemic, including over 33 million people added to unemployment rolls. During the week prior to the
sale, April factory orders dropped by 13%, there were 1.88 million initial jobless claims (a reduction from
prior weeks), and consumer credit contracted by $69 billion compared to $12 billion in April. However,
non-farm payrolls were much stronger than expected, increasing by 2.5 million versus the consensus
forecast of negative 7.25 million. This surprisingly positive news led to an increase in Treasury yields.

Treasuries. Yields have dropped dramatically this year, largely due to the pandemic. The 10 year UST
fell from 1.88% at the beginning of January and was 0.54% when HFB Series A was priced on March 9"
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Since then, the 10 year UST has fluctuated in a relatively narrow range. It was 0.77% a week before the
sale, peaked at 0.91% as a result of the non-farm payroll report, and was at 0.84% on the Tuesday of the

sale.

Municipals. The municipal market index has outperformed Treasuries in 2019 and into 2020 before the
pandemic. With the global flight to quality starting in March, Treasuries dramatically outperformed
municipals, leading to record ratios of MMD to Treasury. Over the last month, many investors have
returned to municipals, driving muni yields down, often by 5 to 10 basis points per day. For example,
since HFB 2020 BC on May 13", the 10 year Treasury rose by 20 basis points and the 10 year MMD fell
by 21 basis points. Muni yields are still relatively high compared to Treasuries, but far below the peak
ratios reached earlier in the pandemic.

10-Year 10-Year MMD/ 30-Year 30-Year MMD/
Issue Date Treasury MMD Treasury Treasury MMD Treasury
2018 RHFB ABCD 6/7/18 2.93% 2.46% 84.0% 3.08% 2.98% 96.8%
2018 HFB E/F 8/16/18 2.87% 2.43% 84.7% 3.03% 3.01% 99.3%
2018 HFB G/H 10/17/18 3.19% 2.72% 85.3% 3.35% 3.39% 101.2%
2018 RHFB EFGH | 11/14/18 3.12% 2.70% 86.5% 3.35% 3.38% 100.9%
2018 HFB 1J 12/13/18 2.91% 2.40% 82.5% 3.16% 3.17% 100.3%
2019 HFB AB 2/7/19 2.65% 2.14% 80.8% 3.00% 3.00% 100.0%
2019 RHFB ABCD 3/7/19 2.64% 2.08% 78.8% 3.03% 2.92% 96.4%
2019 HFB CD 5/14/19 2.42% 1.73% 71.5% 2.86% 2.39% 83.6%
2019 HFB E 6/13/19 2.10% 1.66% 79.0% 2.61% 2.35% 90.0%
2019 HFB F 7/16/19 2.13% 1.58% 74.2% 2.63% 2.29% 87.1%
2019 RHFB EFGH 8/20/19 1.55% 1.23% 79.4% 2.04% 1.90% 93.1%
2019 HFB G 11/13/19 1.88% 1.58% 84.0% 2.36% 2.19% 92.8%
2019 HFB H 12/11/19 1.79% 1.42% 79.3% 2.23% 2.02% 90.6%
2020 RHFB ABC 1/23/20 1.74% 1.25% 71.8% 2.18% 1.90% 87.2%
2020 HFB A 3/9/20 0.54% 0.78% 144.4% 0.99% 1.38% 139.4%
2020 HFB BC 5/13/20 0.64% 1.09% 170.3% 1.35% 1.90% 140.7%
2020 RHFB DE 6/9/20 0.84% 0.88% 104.8% 1.59% 1.68% 105.7%
Change from +20 bp -21 bp -65.5% +24 bp -22 bp -35.0%

2020 HFB BC
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